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CHAPTER i 


INTRODUCTION: SCOPE, PURPOSE AND METHOD OF SURVEY 


Within the last decade there has been a rapid development of voluntary 
health insurance in the United States. As of January 1, 1947 approximately 
39,700,000 people ~~ more than one out of every four persons in the popula- 


Of these about 16,100,000 were also covered for physicians' services in 
Surgical and obstetrical cases and of the latter number about 5,000,000 were 
also covered for physicians! Services for medical cases in the hospital. 
About 3,700,000 persons were covered for office and home services, most, 
though not all of whom, were covered for the other services. 


TYPES OF VOLUNTARY HEALTH INSURANCE ORGANIZATIONS 


The types of organizations providing health services on a prepayment 
basis or furnishing insurance against the costs of these services are briefly 
described below. Table 1 shows the number of people covered for designated 
services by each type. 


BLUE CROSS HOSPITAL SERVICE PLANS 


From. the standpoint of the number of participants, the leading type of 
existing prepayment or insurance plans is the Blue Cross hospital service | 
plans. the distinguishing features of these plans are that they are non-' 
profit, that the subscriber has free choice among the hospitals of the area, 
that they are sponsored or endorsed by the hospitals of the area, that they 
operate through contracts with the member hospitals which in return for spe- 
cified payments agree to provide specified services to Subscribers, and 
finally that the plans meet the standards of and are approved by the Ameri- ~ 
can Hospital Association. The Blue Cross plan movement, from its beginning 
in 1932, has grown with great rapidity. On January 1, 1947 there were 
2A, 250,000 persons enrolled in the 81 plans in the United States. 

A few Blue Cross plans have expanded their services to include certain 
types of physicians' services, mainly Surgery and obstetrical service. Nine 
plans have done this and 604,000 of their members are enrolled for these 


latter services. 


MEDICAL SERVICE PLANS 


Closely allied with hospital service plans are the non-profit, free- 
Choice medical service plans, sponsored by medical societies. The major de- 
velopment of these plans has come since 1939. As of January 1, 1947 there were 
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35 plans*/ (other than those fully integrated with hospital service plans) 
with a total enrollment of 3 ,832,0002 New plans are currently being or- 

ganized in many localities or States. Most of the medical service plans 
cover either surgical and obstetrical service only, or these services and 
physicians' services for hospitalized medical cases. Only a few cover 
physicians' service in the office and home, and generally such coverage is 
restricted to employed persons. All of the separate medical plans, with four 
exceptions, are jointly operated with the hospital service plans of their 
areas in that the hospital service plan enrolls new subscribers, collects 
subscription charges and maintains subscriber records for the medical plan, 
or there 4s joint control over these activities. The four exceptions are the 
plans in Washington, Oregon, northern California and Pennsylvania, which have 
no relationships with the hospital service plans serving the areas. The first 
three of these provide physicians' services and hospitalization. 


HOSPITAL, SURGICAL AND MEDICAL INSURANCE BY INSURANCE COMPANIES 


Within the past ten years there has been a considerable development of 
commercial insurance providing indemnification against, or reimbursement of, 
expenses incurred for medical care. It is estimated that, as of January l, 
1947, approximately 12,500,000 persons were covered for hospital care and 
about 9,300,000 for surgical and obstetrical service. Coverage of physicians’ 
services, other than surgical and obstetrical service, is relatively new and 
largely experimental and probably not more than 850,000 people had this 
coverage. ; . 

This insurance is sold on both a group and individual basis. About 75 
percent of the persons protected are insured on a group basis, i.e., through 
group-contracts with the employer. Most of the group insurance has been 
written by the large life insurance companies which sell group life and dis- 
ability insurance and until recently was only sold by these companies in con- 
junction with these other types of insurance. Hospital and surgical in- 
demnity insurance is sold on an individual basis by a large number of com- 
panies, mainly casualty companies offering accident and health insurance. 

The estimated number of persons insured against hospital, surgical and 
medical costs by insurance companies includes only those persons whose poli- 
cies afford an appreciable degree of coverage against the risk. There are 
many millions of persons holding commercial "health and accident" policies 
providing for weekly or monthly payments, often $50 or $100 a month, in the 
event of disability due to illness or accident or to accident alone. Many 
of these policies provide that an extra payment, usually one-half of the 
regular indemnity, will be paid for any period during which the policy 
holder is in a hospital. In most instances this would mean that the policy 
holder would be entitled to about $1.00 or a $1.50 for each day in the hos- 


eee -- a payment so small as to mean negligible coverage of the hospital 
ill. 


INDUSTRIAL MEDICAL SERVICE PLANS 


Over 100 industrial, railroad and mining companies have established 
ES ee See oe ee 
1/ The numerous county medical soci 


. 
plan. Similarly, the various tas y Plans in Washington are here coasidered as if they were one 


7 ans in Oregon are considered as one plan. 
2/ Includes two plans not sponsored by medical societies but affiliated with Blue Cross plans. 
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their own plans for Providing medical care to their employees and in some 
cases to the dependents of employees. In most instances service is provided 
by staffs of salaried physicians; the companies may or may not have their 
own hospitals, Usually all or the major portion of the cost is borne by the 
employees through periodic contributions deducted from pay. Generally quite 
comprehensive care is furnished, i.e., hospitalization, and physicians' care 
in the office, home and hospital. Examples of such industrial medical sery- 
ice plans are those of the Tennessee Coal, Iron and Railroad Company in 
Birmingham, Alabama, the Endicott Johnson Company of Johnson City, New York, 
and the Southern Pacific Railway. 

Most company medical service plans are of fairly long standing, i.e., 
have existed for 20 or 30 years or more. Railroad and mining companies often 
found it necessary to establish such plans because of the absence of other 
medical facilities, 

A thorough canvass of these organizations by the Social Security Board 
in 1945 obtained information on 115 plans covering approximately 1,435,000 
persons for hospitalization and Slightly smaller numbers for other types of 
services.3/ The number of people covered by plans of this type has not in- 


creased much in recent years, and from 1943 to 1945 there was actually a 
small decrease, 4/ 


FARMERS HOME ADMIWISTRATION PLANS 


These are plans for low income farm families who are borrowers from 
the Administration (formerly the Farm Security Administration). The plans — 
operate through agreements with thelocal hospitals, physicians and dentists. 
The annual dues, which vary from $10 to $50 depending upon the scope and 
costs of services, are loaned-to the families and are repaid by the families 
during the course of the year along with the loans made for other purposes, 
The scope of the services provided under these plans varies widely. Some 
provide quite complete care: hospitalization, physicians’ services, some 
dentistry, nursing. Others provide hospitalization only, or physicians’ 
services only, or hospitalization and surgical services only. At one time, 
in 1942, these plans served over 500,000 persons; as of June 30, 1946 some 
'134,0005/ persons were covered for hospitalization and 165,000 for physi- 


Cians' services.5/ 


PRFVYATE GROUP CLINICS 


In a number of localities groups of physicians have established group 
clinics which provide care on a prepayment basis. The outstanding example 
of such a clinic is the Ross-Loos Medical Group in Los Angeles. Some 400,000 
persons secure surgical care and physicians' services in the hospital through 
such organizations, a somewhat smaller number obtain other services. 


OC aa 
ganizations, Bureau Memorandum No. 55, Bureau of Re- 


8/ Klem, Margaret, C., Prepaymeat Medical Care Or 
search and Statistics, Social Security Board, 1945 
4/ The same, p. 17. 


5/ The figures do not include Farmers Home Administration borrowers enrolled in Blue Cross and medi- 
~ cal service plans, but do include the membership in the experimental rural health programs estab- 


lished by the Department of Agriculture. 


CONSUMER SPONSORED PLANS 


In a number of localities groups of consumers have established prepay- 
ment plans for obtaining medical services. In some instances these plans 
have their own facilities and staffs of physicians; in other instances care 
is purchased from local hospitals and physicians on a fee basis. Some 
315,000 persons secure physicians office and home visits through these 
arrangements; a smaller number are covered for other services. 


UNIVERSITY HEALTH SERVICES 


Many colleges and universities have developed arrangements for provid- 
ing certain medical services to students, the students paying an annual fee 
towards the support of this service. No adequate figures on the number of 
Students participating are available. It may be roughly estimated that at 
least 100,000 students secure care through these arrangements. 


OTHER PLANS 


- 


A number of hospitals have prepayment plans of their own, and there are 
a few hospital service plans -- plans providing the services of a number of 
hospitals on a prepayment basis -~ which are not approved Blue Cross plans. 
In the State of Oregon a number of commercial organizations known as "hos- 
pital associations" provide hospitalization and physicians' services on a 
prepayment basis. All told these plans cover about 250,000 persons for hos- 
pital care and perhaps 100,000 for physicians' services. 


PURPOSE, SCOPE AND PROCEDURES OF THE SURVEY 


The growth of voluntary health plans led the U.S. Public Health Service 
to believe that detailed knowledge of these plans would be desirable. It. 
was decided first to undertake a survey of the Blue Cross hospital service 
plans and the medical service plans operated in conjunction with them since 
these plans had the largest number of subscribers and were growing at the 
fastest rate. 

Accordingly, in December 1943, the Surgeon General of the United States 
Public Health Service wrote a letter to the director of the Blue Cross Com- 
mission (then called the Hospital Service Plan Commission) of the American 
Hospital Association Stating the desire of the Service to make a survey of 
Blue Cross plans and asking whether the Commission and the plans would wish 
to cooperate in such an undertaking. The Commission replied that it and the 
Board of Trustees of the American Hospital Association would welcome such a 
Survey and would give it their cooperation. The Commission appointed five 
representatives to confer with the U. S. Public Health Service in regard to 
the pvey? In conferences between these representatives and representa- 
tives of’ the Service, the following statement of the purposes, procedure, 
and scope of the proposed survey were agreed upon: 


I. Purpose of Study 


The need for adequate health service to the people of America 
makes it desirable that the U.S. Public Health Service have an 
informed opinion of the present and potential usefulness of exist- 
ing methods of distributing medical and hospital care. 
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The U.S. Public Health Service is interested in making a study to 
determine how well the Blue Cross Plans are now serving and may 
best serve public needs. Blue Cross Plans also are interested in 
learning how they may be made more effective. This study has 
been proposed in the public interest and its purpose is to ap- 
praise the advantages and limitations of Blue Cross Plans, which 


have enrolled thirteen million (January 1944) subscribers through- 
out the United States. 


The Board of Trustees of the American Hospital Association and the 
Hospital Service Plan Commission have endorsed this study and have 
recommended that all Blue Cross Plans cooperate with the U. S. 
Public Health Service. 


II. Procedures of Study 


The study will include conferences with the Directors and Staffs 
of representative Plans and, in cooperation with the Plan Direc- 
tors, conferences with representatives of the hospitals, the medi- 
cal profession, and the general public in the community. 


IIi. Scope of Study 


The study will include all aspects necessary for an understanding 
of the Plans as individual entities and of the Blue Cross movement 
as a whole. This will cover the history, growth, subscription 
rates and benefits, contracts with hospitals, legal status, en- 
rollment policies and problems, financial status, utilization 
experience, and relations with hospitals, the medical profession 
and the general public. It will also include data as regards 
inter-plan relationships and the American Hospital Association 
approval program. ‘ 


The question of cooperation in the survey was submitted to all of the 
plans by the Blue Cross Commission at a conference of the plans in March 1944, 
and a majority of the plans voted to approve the survey. Subsequently the 3 
individual plans indicated their willingness to participate in the survey. 
Originally 41 of the then 71 plans in this country volunteered to be studied. 
Later many other plans indicated their willingness to be included so that 
there were few restrictions upon the choice of plans to be surveyed. 


The field work of the survey was performed during the period March 1944 
to February 1945. The plans visited were selected from among those willing 
to participate in the survey, and were chosen so as to obtain a representa- 
tive sample of all plans with respect to size, geographical location, and 
other factors. An endeavor was made to include as many of those with affili- 
ated medical plans as possible. In all, 39 of the hospital service plans and. 
17 (all but two of the then existing) medical plans were visited. (Table 3, 
chapter 3, gives a list of the plans and indicates those visited.) The hos- 
pital service plans surveyed had a total enrollment of over two-thirds the 
enrollment of all the hospital plans and the medical plans visited had an 
aggregate enrollment of over 95 percent of the total enrollment of these 


plans. 
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The plans were visited either. singly or jointly by the writer and an 
assistant. °, Surveys of the plans took from two weeks in the case of the 
larger plans to one or two days in the case of the smaller plans. The surveys 
covered all aspects necessary for a proper understanding of the plan and its 
operation. This included data on the establishment of the plan, its history 
and growth, the area served, the rates charged and benefits provided, the 
basis and rates of payment to hospitals, the enrollment policies and problems, 
the legal status of the plan, how it was controlled, its financial status, 
its utilization experience, and its relations with the hospitals, the medical 
profession and the general public. Analogous data were obtained in the case 
of medical plans. Conferences were held with hospital superintendents, 
physicians and employers and with representatives of hospital councils, 
medical societies, labor unions, and community organizations in order to 
determine the attitudes of these individuals towards the plans. 

Since conclusion of the formal Surveys, additional data have been secured 
through occasional visits to plans, by attendance at plan conferences and 
through correspondence. 


ORGANIZATION OF THE REPORT 


The present report gives the findings and conclusions of this Survey. 


The hospital and medical service plans are closely related, being joint~ 
ly administered in most cases. The close relationship between the two types 
of plans, which almost makes them a Single phenomenon, must be kept in mind. 
However, for purposes of exposition it is best to discuss first the hospital 
plans and then the medical plans, and this will be the procedure followed. 

As the survey progressed it became clear that an appraisal of the hos-— 
pital and medical service plans could not be made without first-hand know ledge 


‘5 of hospital, surgical and medical insurance offered by commercial insurance 


companies. Accordingly, visits were made to six of the leading insurance 
companies in this field, and data were secured by correspondence from other 
principal companies. Appendix K contains a description of this insurance, 
its extent, the policies offered, rates charged, methods of selling and 
administration, and financial experience. 


a a 
8, Henry F. Vaughan, Jr. 


. | CHAPTER 2 


THE DEVELOPMENT OF HOSPITAL SERVICE PLANS 


Hospital service plans arose out of a desire on the part of the public 
for protection against the risk of burdensome sickness costs, and a desire on 
the part of hospitals to meet this need of the public's and to increase and 
stabilize their own incomes by making it easier for the public to pay hospital 
bills. 

Hospital service plans were by no means the first form of health prepay- 
ment .or insurance plans to develop in this country. As early as the seventies 
and eighties a number of industrial, mining and railroad companies developed 
prepayment plans for providing medical care to their employees. In Washington 
and Oregon beginning-as early as 1906 a number of so-called "hospital associa- 
tions" had developed. These made contracts with employers to provide medical 
care for employees, first for industrial accidents and later for ordinary ill- 
ness as well. Prior to the thirties a few groups of doctors here and there had 
started plans for providing their services on a prepayment basis. . 


FORERUNNERS OF COMMUNITY PLANS 


The forerunners of community hospital service plans were single hospitals 
which developed plans for providing their own services on a prepayment basis. 
Such arrangements were developed as far back as 1880 by a number of hospitals 
in northern Minnesota. This hospital insurance was sold to lumberjacks. These 
plans worked satisfactorily for a while and then failed owing, it is said, to 
the fact that lumberjacks who had spent their money in celebrations after the 
spring thaw discovered that they could secure free bed and board at the hos- 
pital under their hospital contracts. 

In 1921 a hospital in Grinnell, Iowa developed a plan whereby a payment 
of $8.00 a year entitled the beneficiary to three weeks of hospital care, in- 
cluding room, board, and floor nursing, but not including the special hospital 
services. This plan had a few hundred subscribers and is still in operation 
though now restricted to local college students. 

The single-hospital plan which in effect was the real father of the hos- 
pital service plan movement was the Baylor University plan. In 1929 the white 
school teachers of Dallas, Texas decided that they wished protection against 
hospital costs and approached the Baylor University hospital to see if some 
plan could be worked out. Dr. Justin Ford Kimball, vice president of the 
University, sympathized with their desire and evolved a plan whereby each 
teacher would be eligible for three weeks hospitalization in return for a pay- 
ment of $3.00 a semester, $6.00 4 year. Over 1500 of the school teachers 
became members. The experiment was successful from the point of view of both 
the hospital and the subscribers, and before long other employed groups in the 
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city requested similar privileges. Soon membership in the Baylor "group hos- 
pitalization" plan was extended to several thousand persons. 

A brochure of 19380 lists the benefits. Care was provided for 21 days in 
a $5.00 private or semi-private room, plus a 33-1/3 percent discount for 344 
additional days. Services were quite complete including use of the operating 
room, anesthesia, all medicines, dressings and full laboratory service. A 50 
percent discount on regular charges was allowed for maternity cases. There is 
no mention in the pamphlet of any maternity waiting period. Cases not ordin- 
arily admitted to Baylor, such as tuberculosis, mental and nervous diseases, 
acute venereal disease and virulently contagious cases, were not covered. If 
a patient wished a better room a $5.00 credit was allowed. There was no pro- 
vision for service in hospitals other than the Baylor University hospital. 

Administration costs of the plan were borne by the hospital. There were 
no age limits or enrollment percentage requirements; the only requirement was 
employment ina group. The school teachers were found to be a bad risk and 
after $2,000 was lost on them, their rate was raised to $8.00 a year. In 1933 
coverage was extended to dependents. At the end of 1934 there were 408 groups 
with 23,000 persons included in the plan. 

The success of the Baylor University Hospital plan stimulated other hos- 
pitals in Dallas and the southwest to start similar plans. 

Encouraged by the apparent success of some of the early plans, many hos- 
pital administrators throughout the country began to develop or considered 
developing single hospital plans in their own institutions. However, if each 
hospital in a community developed its own plan the result would be competitive 
solicitation of subscribers, denial of freedom of choice to subscribers at the 
time of illness, and interference with physicians! prerogatives and practices 
in the care of private patients. It was soon apparent that instead of each 
hospital organizing its own plan, it would be far better for all the hospitals 
of a community to get together and jointly offer a plan. In this way the un- 
ethical and unsound features attending solicitation of patients by individual 
hospitals would be eliminated and Subscribers would retain freedom of choice 
as to the hospital they desired. Soon city-wide free-choice plans made their 
appearance, 


THE FIRST COMMUNITY PLANS 


The first city-wide plan was that offered by the hospitals of Sacramento, 
California, in July 1932. This plan evolved out of an effort by one of the 
hospitals, Sutter Hospital, to provide hospital insurance to its own empl oy- 
ees. The other hospitals in the city asked that the plan be broadened so 
that they could include their own employees. After some trial it was deter-. 
mined to make the plan available to the general public. The plan was set up 
&S a mutual insurance company, initial capital being Supplied by the hospital. 

The next plan to start was in Newark, New Jersey, in January 1933. A 
small group of business men had decided that hospitalization insurance had 
commercial possibilities. They approached the secretary of the Essex County 
Hospital Association who later took a trip to Texas to Study the Baylor Uni- 
versity Plan. He returned a convert to the idea but certain that any plan 
Should be established on a city-wide basis. The Hospital Council authorized 
& promotion agency formed by the business men to contract with employed 
people in Newark for hospital care, After six months the initial working 
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capital provided by the sales “gency was returned and the Hospital Council, 


through its executive secretary, took over the management of the plan. In 
1937 this plan became the Hospital Service Plan of New Jersey. 

In July 1933 eight voluntary hospitals of St. Paul, Minnesota, offered 
group hospitalization to the public. These hospitals together contributed a 
fund of $857 with which to start the new organization. It was this plan 
which in its early years developed the idea of a Blue Cross as the Symbol of 
the movement. In 1935 the St. Paul plan was expanded to include Minneapolis 
and the name was changed to Minnesota Hospital Service Association. 

Four other plans were also started in 1933. In Durham, North Carolina, 
the Watts Hospital and the Duke University Hospital agreed to back the Hos- 
pital Care Association. A plan -- subsequently discontinued or merged with a 
later formed plan -~ was Started in San Jose, California; and two plans — 
both of which failed subsequently to receive approval —- were started in West 
Virginia. 

In February 1934, the Hospital Service Association of New Orleans was 
started. This Association took over certain contracts of the Touro Infirmary 
which had had an experimental plan since 1932. In the spring of 1934 a plan 
was started in Washington, D, C., the initial capital being provided by the 
Community Chest. In July 1934, the Cleveland Hospital Service Association was 
launched. This plan was fostered and organized by the Cleveland Hospital 
Council and working capital was loaned by the Cleveland Welfare Federation. 

In 1935 nine plans were Started, three in New York State, one in Dela- 
ware, one in North Carolina, one in Pennsylvania, one in Tennessee, and two 
in Virginia. 


THE FIRST ENABLING LEGISLATION 


The New York plans were the first the establishment of which had to wait 
upon the passage of special. enabling legislation. In the other States previ- 
ously the groups interested in the establishment of plans had assumed that 
these plans did not constitute insurance but represented simply the sale of 
hospital service on a prepayment basis. When the attorney-generals or depart- 
ments of insurance in these States had been requested for a ruling, they had 
ruled that group hospitalization constituted the sale of service rather than 
insurance, and that as such these plans could incorporate under the general 
incorporation laws and were exempt from the regulations covering stock and 
mutual insurance companies. This exemption was important since it meant that 
the plans would not need to make their subscribers liable for assessments, 
and could start without the sizable capital required of stock companies. 

| In New York, the State Superintendent of Insurance ruled that the pro- 
jected hospital service plans would be engaging in insurance. It was there-— 
fore evident that special enabling legislation would be required if the pro- 
jected plans were to be exempt from the ordinary insurance regulations. The 
desired legislation was proposed by civic, hospital and medical leaders and 
became a law on May 16, 1934. 

The act stated that any corporation organized for the purpose of oper- 
ating a non-profit hospital service plan should be governed by the provisions 
of this act, and should be exempt from all other provisions of the insurance 
law; that at least a majority of the directors of such corporations must be 
administrators or trustees of hospitals which have contracted to render serv- 
ice; that such organizations shall be incorporated only with the consent of 
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the insurance and welfare departments; that the rates charged subscribers 
shall be subject to the review of the insurance department and the rates of 
payment to hospitals subject to the approval of the welfare department; that 
such organizations shall render reports to and be subject to examination by 
the superintendent of insurance; and that every such corporation is declared 
to be a charitable and benevolent institution and exempt from State or local 
taxes other than taxes on real estate and office equipment. From this time 
on, in virtually all of the remaining States, the passage of somewhat similar 
legislation was a prerequisite for the starting of plans. 


SUBSEQUENT GROWTH OF THE MOVEMENT 


In 1936 eight new plans were started and by January ist of 1937 26 plans 
were in operation with a total enrollment of 608,365 persons. By January 1, 
1940, as Table 2 shows, there were 59 plans in this country with a total 
enrollment of 4,409,543. By January 1, 1942, the number of plans had risen 
to 66 and the number of participants to 8,399,433. On January 1, 1947, 
there were 81 plans in operation in this country with a total enrollment of 
24,250,082. 


TABLE 2 
Number of and Enrollment fn Approved Hospital 
Service Plans in the United States, 1933-1947.1/ 


NUMBER OF 


2,000 


JANUARY 1, 1933 


" > 1934 11,538 
: npek? Soi 54,494 
" " 1936 214,313 
" " 1937 608, 365 
. " 1938 1,364,975 
: ng A939 2,874,055 
z "1940 4,409, 543 
" "1941 6,012,483 
. ©) “1902 8,399,433 
ee SY ONS 10,215,214 
eve ek 12,659,313 
. mA AIRS 15,747, 558 
F " 1946 18, 881,222 
: = 19RT 24,250, 083 


1 
/ Based on data of the Blue Cross Commissi 

bs ission. The Approval 

peu American Hospital Association Was not instituted asa 1937 and the 
ata for the years prior to that time included plans which subsequentl 

did not meet the approval standards. amas 2 
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Blue Cross plans have also been established in Canada and Puerto Rico. 
On January 1, 1947, the five Canadian Plans hada total enrollment of 1.593.251 
and the Puerto Rico plan had an enrollment of 33,090. : 

In the beginning all of the plans were started as local plans serving a 
particular city. Some of these plans later expanded the territory served so 
that they served the whole State. From 1939 on, with one exception, all of 
the plans started in States, no part of which was previously served by a plan, 
have been started on a State-wide basis. In fact, the Blue Cross Commission 
of the American Hospital Association has definitely discouraged the Starting 
of new plans on any other basis. 

The first few plans that were Started offered enrollment at first only 
to employed persons or provided only small discounts on the cost of care for 
dependents. Only gradually did the plans extend coverage to dependents, some 
by providing increasingly larger discounts, others by providing full benefits 
for dependents but at the same charge per person as for the employed sub- 
scriber. Only since 1937 or 1938 have most of the new plans initially offered 
full coverage of dependents at a family rate. 

The increasing emphasis placed by all of the plans upon the family as 
the unit of enrollment is seen in the shifting proportions of subscribers and 
dependent participants. At the beginning of 1937, 63 percent of the total 
participants in all plans were subscribers and 37 percent were family partic- 
ipants. In January 1947, 44 percent of all participants were subscribers and 
56 percent were family dependents. | 


SPONSORSHIP AND INITIAL FUNDS 


In most cases the initiative and main drive for the starting of the 
various plans came from the hospitals of the community ~- from hospital 
administrators and trustees. These persons were interested in establishing 
plans because they believed the plans would benefit both the hospitals and 
the public. The interest of hospitals in establishing plans was definitely 
stimulated during the depression by the financial predicament in which hos- 
pitals found themselves -- income from paying patients decreasing and demands 
for free care increasing. Hospitals hoped that hospital care insurance would 
increase and stabilize their income and cut down on the load of charity care. 
However, the interest of hospitals in establishing and fostering the plans 
did not diminish with the end of the depression but has continued unabated. 

Hospital administrators and trustees were not the only ones interested 
in establishing plans. Civic leaders other than hospital trustees, civic 
Organizations and the local medical profession helped. In a few cases an 
individual who hoped to become the executive director of the plan played a 
major role in promoting its establishment. The role played by various groups 
in the formation of a plan is usually rather definitely indicated by the 
interests or groups which provided the starting capital. Of the 39 plans 
Surveyed, in 22 instances the hospitals contributed the starting capital; 
in six, the funds required to start were contributed by the local Community 
Chest or a local foundation. In the case of three plans all of the initial 
funds were provided by civic leaders. In five plans the funds were provided 
jointly by civic leaders and the hospitals, in one plan by the local medical 
society and the hospitals, in one plan jointly by civic leaders and the 
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individual who promoted the plan and became its head. One plan had no start- 
ing capital whatever except the services of its promoter and the agreement of 
the hospitals to accept delayed payments. 

It is amazing on what small sums these plans were able to make their 
Start. Of 35 plans for which this information was obtained, one plan had no 
initial capital; two plans had starting funds of less than $1,000; 13 plans 
had from $1,000 to $5,000; seven from $5,000 to $10,000; four from $10,000 to 
$20,000; and eight from $20,000 to $30,000. None had more than $30,000. In 
all or virtually all cases the starting capital was repaid when the Plan was 
on its financial feet. 


THE ROLE OF THE AMERICAN HOSPITAL ASSOCIATION 


The establishment of hospital service plans was encouraged and guided by 
the American Hospital Association. In February 1933, the Board of Trustees 
of the Association adopted the following resolution: 


"Resolved: That the Board of Trustees of the American Hos- 
pital Association approve the principle of hospital insurance as a 
practicable solution of the distribution of the cost of hospital 
care, which would relieve from financial embarrassment and even from 
disaster in the emergency of sickness those who are in receipt of 
limited incomes; that the Trustees, therefore, refer this subject 
to the Council on Community Relations and Administrative Practice 
for study and recommendations." 


In the spring of 1933 the Council on Community Relations and Administra- 
tive Practice issued a small folder entitled "Essentials of an Acceptable 
Plan for Group Hospitalization." The essentials were: li; 

1. "Emphasis on Public Welfare": Group hospitalization should be or- 
ganized, in principle and in fact, as a public service. 

2- "Limitation to Hospital Charges": The plans should cover payments 
for hospital care only and should not cover the professional services of 
physicians rendered to patients. 

3- "Enlistment of Professional and Public Interests": In es tablishing 
plans advice should be Sought, and interest enlisted, from the medical pro- 
_fession, hospital trustees, and other qualified persons or groups interested 
in public service. 

4. "Choice of physician and Hospital": The subscriber's freedom to 
choose his physician or hospital should remain unchanged. 

5+ "Non-Profit Organization": Group hospitalization plans should be 
organized and introduced on a non-profit basis. No individual or group should 
be allowed to enjoy any financial gain from a plan, other than a reasonable 
and proper return for necessary services. 

6- "Economic Soundness": Each plan should be economically sound with 
regard to such details as subscription rates, scope of benefits, remuneration 
of hospitals, eligibility of subscribers and accumulation of reserves, 

7- "Cooperative and Dignified Promotion”: Plans should encourage par- 
ticipation by all hospitals of Standing in the community. The ultimate 
responsibility should be assumed by the participating hospitals which should 
agree to render service to subscribers in exchange for the subscriptions 


1; The summaries of the essentials are our own. 
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collected. The plans should be introduced in a dignified manner, in keeping 
with the professional ideals of hospital service, Publicity should be limit- 
ed to the plan itself rather than to participating hospitals. 


In the autumn of 1932 the Council on Community Relations and Adminis- 
trative Practice of the Association requested Dr. ¢. Rufus Rorem of the staff 
of the Julius Rosenwald Fund to act as its consultant on group hospitaliza- 
tion. His first act was to draft the "Essentials" previously referred to. 


clearing house of information for the plans. In September 1936 the Julius 
Rosenwald Fund, recognizing the potential importance of the development of 
£roup hospitalization, granted a request from the American Hospital Associa~- 
tion to establish the Commission on Hospital Service (first called the 
Committee on Hospital Service) at the headquarters of the Association with 
Dr. Rorem as full time director. 7; After the expiration of a five-year 
Rosenwald grant, the work of the Commission was financed by the plans them- 
selves. 7 

The functions of the newly formed Commission were stated early in 1937 
to be as follows: . 

(a) "to provide information and advice to hospitals or communities con- 
templating the establishment of voluntary hospital care insurance plans." 

(b) "to serve as a clearing house of information for the executives of 
existing hospital service associations." 

(c) "to study other related problems of hospital administration and 
finance." 

Among the first activities of the new Commission was the calling of a 
national meeting of executives of non-profit hospital service plans in 
Chicago, in February 1937. This gathering set the precedent for regular 
meetings of hospital service plans. At this same meeting it was announced 
that the trustees of the American Hospital Association had authorized asso- 
ciate institutional membership in the Association for any non-profit plan. 
Out of this action developed the present approval program, i.e., the approval 
of plans meeting specified standards for membership in the Association. 
Approval entitles the plan to use the Blue Cross symbol and to call itself a 


Blue Cross plan. 


et 


2, The name of the Commission was subsequently changed to Hospital Service Plan Commission and in 


January 1946 to Blue Cross Cammission. 
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CHAPTER 3 


PRESENT PLANS, AND AREA AND POPULATION SERVED 


As of January 1, 1947 there were 81 approved Blue Cross plans in the 
continental United States. Some of these plans serve an entire State, others 
Serve local communities, mainly large metropolitan areas. Table 3 lists the 
plans and gives for each the area served, the date on which the plan first 
began enrollment, and the enrollment as of January 1, 1947. 1/ The accompany- 
ing map shows the location of plans and the areas served. 


Of the 81 plans, 26 are state-wide. One additional plan serves two 
States (New Hampshire and Vermont) jointly. Two other plans are State-wide, 
but serve a single State, North Carolina, in competition with each other. The 
remaining 52 plans serve local areas. 


A number of plans, other than the one already cited, cross State lines. 
Thus the Sioux City, Iowa, plan serves the southeast corner of South Dakota. 
The Kansas City, Missouri, plan serves two counties inKansas. The St. Louis, 
Missouri, plan serves nearby portions of Illinois. The Sacramento, Califor- 
nia, plan serves one county in Nevada. A few other unimportant instances 
could be cited. With these exceptions, however, the plans confine their 
operations to a single State, and this pattern seems to be rather definitely 
established, : 

In terms of the areas of the United States which are served by plans, 
there are 28 States and the District of Columbia which are served by single 
plans on a state-wide basis; one State (North Carolina) is served by two 
competing state-wide plans; ten States (California, Illinois, Iowa, Kentucky, 
Missouri, New York, Ohio, Pennsylvania, Tennessee, Virginia) are served by 
two or more local plans which together cover the entire area of the State; 
three States (Georgia, Louisiana, and West Virginia) are served by local plans 
Which cover only portions of the State; two States (Nevada and South Dakota) 
are served in part by plans with headquarters in other States; and four States 
(Arkansas, Mississippi, South Carolina, and Wyoming) are not served by any 
Blue Cross plan. 

The above description is in terms of the declared or claimed jurisdic- 
tions of the various plans, and not in terms of the areas in which aggressive 
enrollment efforts are being made. A plan may, for example, be state-wide in 
_hame and intention but may in fact be conducting enrollment only in certain 

portions of the State. 

The rule is that the plans serve mutually exclusive areas, &@ particular 
State or area being served by only one plan. The primary exception to this 
rule is the situation in North Carolina where two state-wide plans serve the 
ne 
1, Appendix A gives the address of each Plan and the name of t 


defines the areas served by local (non-state-wide) plans. 
plan for the years 19386 to 1947. 


he executive director. Appendix B’ 
Appendix C gives the enrollment in each 
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ec fee ke ie other. A few other exceptions exist. Here 
Pica by oilers wrans ot o new territory are serving certain counties 
within their territory, or the jurisdictional 
boundaries between two local plans expanding toward each other have not as 
yet been defined. For example, in California, the plan serving the southern 
part of the State has recently begun to conduct enrollment in counties to the 
north which have been thinly served by another plan. In Illinois an aggres- 
sive plan has invaded territory claimed by other plans as being within their 
jurisdiction. In two or three other States a particular county or two are 
served by two plans. In general such situations are probably of a temporary 
character only. 
| New plans are constantly being started. Thus in 1944, 1945 and 1946 
plans were started in Arizona, Florida, Idaho, Indiana, Tennessee, and Utah; 
and previously existing plans in New Mexico, Charleston (West Virginia), and 
Alexandria (Louisiana) were reorganized and approved. The Blue Cross Commis- » 
sion reports developments under way in the States now without plans which 
make it likely that in another year or two most or all of these States will 
have state-wide plans. 

As indicated in the previous chapter the plans first established were 
designed to serve a local community. In recent years certain disadvantages — 
attending the existence of multiple plans within a State have been manifest, 
and in the last four or five years the Blue ,Cross Commission has discouraged 
the establishment of plans except on a state-wide basis. In one State, 
Connecticut, two former plans were amalgamated in 1943, to form a state-wide 
plan. In a number of States proposals have been made that the various local 
plans merge or federate into a state-wide plan. Many Blue Cross leaders 
believe that there should be no more than 49 plans in the continental United 
States -- one for each State and the District of Columbia. 


SIZE OF PLANS 


The plans vary greatly in size. Some are large organizations with over 
a million or a half million participants; others, many of them but recently 
started, have only a few thousand or tens of thousands of substribers. 

The number of plans of different size groups and their aggregate enroll- 
ment, as of January 1, 1947, was as follows: 


SIZE OF NUMBER TOTAL NUMBER PERCENT OF 
PLAN OF OF TOTAL PARTICIPANTS 
(PARTICIPANTS) PLANS PARTICIPANTS IN ALL PLANS 
500,000 OR MORE 14,518,335 59.9 
200,000 - 500,000 5,082,749 21.0 
100,000 -— 200,000 3,353,903 13.8 : 
LESS THAN 4100, 000 1,295,096 oP | 
ALL PLANS 24, 250 ,083 100.0 


It is evident that a small number of the larger plans have a large share 
of the total participants in all plans. Thus the 13 plans with 500,000 or 
more participants had 59. 9 percent of the total participants in all plans. 
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On the other hand, the 31 plans with less than 100,000 participants each, 


*. together had only 5.3 percent of the total participants. 

) POPULATION SERVED 

> The plans had a total enrollment as of January 1, 1947 of 24,250,083. 
As indicated by Table 4 and Figure 2, there is a fairly high degree of concen- 

2 tration of these members in a few States. The six States of New York, Qhia, 

Se Pennsylvania, Massachusetts, Illinois, and Michigan, which have 36 percent of 

% ’ the total population of the country, have 59 percent of all Blue Cross mea- 


bers. The Northeastern and North Central States, which have 57 percent of 
the total population of the country have 83 percent of the total Blue Cross 
= enroliment; the South and the West, with 43 percent of the country's popula- 
_ tion, have only 17 percent of all Blue Cross members. 
225 As of January 1, 1947 the plans had enrolled 19.0 percent of the total 
population of the country. ?/ In a few States a substantial portion of the 
population has been enrolled. The Rhode Island plan has enrolled two-thirds 
of the population of its State. In Massachusetts and Delaware almost half of 
the population has been enrolled. In Colorado, Qhio, Connecticut, the 
District of Columbia, New York and Minnesota between 30 and 40 percent of the 
_ population are Blue Cross members. In another ten States (Pennsylvania, 
_ Missouri, New Hampshire and Vermont (considered as a unit), Maine, Illinois, 
as Jersey, Maryland; Michigan and Wisconsin) between 20 and 30 percent of 
_ the population are enrolled. Ry contrast, thereare four States in which none: 
2. of the population is enrolled, and another eight States in which less than 
_ five percent of the population are plan members. $, 
= —- In a number of localities, a high percentage of the population has been 
enrolled. The Cleveland plan has enrolled 66 percent of the population of 
Ee its area. This plan has probably enrolled over 70 percent of the population 
: of the city of Cleveland. - The Rochester plan reports that it has enrolled 
over 75 percent of the population of the city of Rochester. The Rockford 
_ (illinois) plan has enrolled over 56 percent of the population of Winnebago 
oe ourty and close to 75 percent of the population of the city of Rockford. 


— 
“Se 
oi 


: GROWTH TRENDS 


_ In general the plans have been enrolling an increasing percentage of the 
_ Population each year. Thus in 1942 the plans enrolled 1.42 percent of the 
S total population; in 1943, 1.92 percent; in 1944, 2.43 percent; 1945, 2.46 
ae “gob 4; and in 1946, 4.21 percent. (See Figure 4). 


~ 


--“/ Of the estimated civilian population as of July 1, 1945 the most recent date for wd 

= ; ich estimates 
__ of the population by States are available. Of the total population of a roximat 

‘17.3 percent have been enrolled. PP ely 140, 000, oaa, 


ao 3 
_ 5/7 See Table 5.. Both South Dakota and Nevada have less than five percent of their 
ate populatiogs e2- 


se 
aa fo Enroliment gains during the last half of 1945 were cut down owing to high lab 
_Feconversion. § or teraover due to 


22 


@ 3YuNndIs 


4 


a 


»e 
WNVISINOT 
ao 


AN) 
ya ORM DNOSOINNNSE TSS 
YNEIOS 


SVYXQu 


— 
£ 


rnp > 


VLOSSNNIW 


| SINVdIDILYVd OOO'OO! SLNSS3Nd3Y @HOV] 
Z>él ‘| ANWANV? ‘SNVId SOIAYNSS WLIdSOH SSOND 3N18 NI LN3SW 


° 


NQi 9... he 


TIONS 


7160980 O- 48-3 


TABLE 4 


Enrollment by State on January |, 1947, Estimated Civilian 
Population as of July 1945, Percent of Total Population Enrolled, 
and Percent of Population Enrolled During 1946 and 1945. a/ 


ESTIMATED PERCENT OF | PERCENT QF | PERCENT OF 

ENROLLMENT CIVILIAN POPULATION | POPULATION | POPULATION 
JAN, 1, 1947 POPULATION ENROLLED ENROLLED ENROLLED 

JULY 1945 b/ | JAN. 1, 1947 | DURING 1946} DURING 1945 


Rhode Istand 1 463,362 698,903 13.52 
Massachusetts ab 1,991,000 4,086,197 pale p st 
Delaware 1 130,956 277,455 nee 
Colorado 1 pe ay EL es 1,060,239 +210 
Ohio 9 2,567,424 6,823,137 1.01 
Cennecticut i 650,000 1, 768, 602 4.23 
District of Columbia 1 296,300 836,900 3530 
New York 8 u,104, 605 12,343,450 3.87 
Minnesota 1 757,489 2,484,993 1.28 
Pennsylvania 5 2,736,068 952527137 3.60 
Missouri 2 940,153 3 + ELs Oo 4-15 
New Hampshire-Vermont iE 197,249 756,141 6.51 
Maine ny 190,000 Lie 2s. 4.31 
I !lineis 6 1, TAL t20 7,548,109 2.49 
New Jersey if 929,915 4,104,176 3256 
Maryland 1 440,575 2,017,971 reais 
Michigan 1 25 ,L07505 5,435,092 ~02 
Wisconsin i 589,200 2,934,044 tald 
lowa and South Dakota 2 405,071 2,762,810 2.40 
North Carolina 2 457,544 3, 333,999 112 
Kansas 1 217454¢8 1,656,588 4.72 
Utah i. 75,794 591,910 4.66 
Montana ae 55,243 452,519 1.39 
North Dakota 1 52,945 519,709 89 
Virginia t y) 21a gate 2; 8105278 134 
Oklahoma 1 170,597 1,941,499 1683 
Kentucky 2 196,720 2-5F20,59 7 1.58 
Nebraska 1 80,907 1,255.77 44 L149 
Californta and Nevada 3 553,089 8,255,794 ra i | 
Louisiana 3 156, 619 2,343,406 Me 
Indiana sh 224,990 3,387,463 eh 
Alabama 3L Ip ts, 322 Pony 20 ~20 
Arizona 1 S554 32 HSos2 21 3a 
West Virginia Z 95,038 1,716,944 23-82 
Idaho 1 25 ,233 459,938 ear 
Oregon 1 64,019 Ly93 541 02 Sa pl 
Washington ef 93,817 19534712) Le3l 
Tennessee 2 LAS ach BOD 25 TOU Aes 
Florida z h357 350 2,059,505 Ble Be 
Texas 1 215,660 6,338,309 45 
Georgia Z 10; 770 3,002,896 -20 
New Mexico BA 8, 683 490,302 47 
Total U.S. Served by 81 24,250,083 121,670,174 2.58 
Blue Cross plans 
States not served by 
Blue Cross plans: 

Arkansas 1; 720; 914 7 
Mississippi 1,990,073 =. 
South Carolina 1,797,583 = 
Wyoming 234,553 s 
hota United States 24,250,083 127,409,297 2.46 
Puerto Rico 33,090 1, 86972585" =.5% 


af Enrollment data from Blue Cross Commission. 
b/ Latest date for which estimates of population by State are available. 
Gf> Esa y, 
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Fig. 4 
In a few States the plans have been enrolling the population at a rapid 
rate. Thus during 1945 and 1946 the Rhode Island plan enrolled 31.0 percent 
of the population of that State; in the same period the Massachusetts plan 
enrolled 25.1 percent of the population of that State. In 1946 the New 
Hampshire-Vermont plan enrolled 9.5 percent of the population of these two 
_ States. On the other hand there were 9 States, exclusive of those without 
plans, in which less than 2 percent of the State's population were enrolled 
during 1946. 

Figures 5 and 6 show the growth in percentage of the population enrolled 
in the 10 States which on January 1, 1947 had the highest percentage of the 
population enrolled. Figure 7 shows for three local plans -~ New York City, 
Cleveland and Rochester -~ the growth in the percentage of the population of 
the area enrolled. Figure 8 shows the enrollment growth in the five States 
which have the least percentage of the population enrolled. 


Some plans, as these graphs illustrate, have grown at quite steady rates, 
that is, in each year of their life, except perhaps the first or second, they 
have enrolled about the same percentage of the population of their areas. 
Others have grown at uneven rates. Frequently a plan grows quite rapidly for 
-a period. Then follows a year or so in which growth is slow, during which 
the plan consolidates its gains, overcomes some difficulty, revises adminis- 
trative procedures to handle the expanded enrollment, develops new enrollment 
techniques to tap new segments of the population, etc. Then growth will again 
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proceed rapidly. An example is the New York City plan which grew rapidly 
during 1938, encountered difficulties in 1939 as a result of which it was 
forced to cancel out large numbers of subscribers enrolled on an individual 
basis, and which did not begin again to grow rapidly until 1944. Another 
outstanding example (not shown in the graphs) is the Michigan plan. This in- 
creased its enrollment from 330,000 on January 1, 1941 to 817,000 4 year 
later. The following year it grew hardly at all -- it was raising its: sub- 
scription rates (which meant that the time of the enrollment representatives 
was absorbed in changing existing groups to the new basis, rather than in 
selling new groups) and revising internal administration. Then during 1943 
and 1944 growth was again rapid. During 1945 and 1946 the plan had adminis- 
trative and financial problems and grew not at all. 

Some plans have grown at relatively moderate rates during the first few 
years of their existence, and then have rapidly accelerated the pace of en- 
rollment. An example is the Massachusetts plan which from its establishment 
in 1937 had enrolled 460,000 persons (11.3 percent of the population) by 
January 1, 1943. Then enrollment began rapidly to increase, and by January 
1, 1947 had reached 1,990,000 (48.7 percent of the population). On the other 
hand, some plans have grown only slowly throughout their entire history. Thus 
the two plans in Georgia, established in 1938 and 1939 respectively, have thus 
far managed to enroll only 70,000 people. 


The growth history of the plans which have achieved substantial enroll- 
ment suggests that the first five or ten percent of the population is the 
hardest to enroll; thereafter enrollment is easier, or at any rate proceeds 
more rapidly. It has sometimes been suggested that the plans as they achieve 
substantial enrollment in their area would reach a saturation point ~- a 
point at which they would have enrolled all those in their territory who could 
be reached or who could afford the subscription costs. Thus far the growth 
trends of the plans show no evidence of any such point having been reached. 


ENVIRONMENTAL FACTORS AFFECTING DEVELOPMENT AND GROWTH OF THE PLANS 


By and large the plans have made the greatest headway in those areas 
characterized by strong, well organized voluntary hospitals, relatively ade- 
quate hospital facilities, a high degree of urbanization and industrializa- 
tion, and relatively high per capita income. By contrast the movement has 
made least progress in areas where hospitals are weak and are largely propri- 
etary or governmental, where hospital facilities are inadequate, where the 
population is largely rural and agricultural, and where per capita incomes 
are low. Most of these factors go together. 

Generally the plans have been started by the voluntary hospitals of the 
area and it is these hospitals which have been identified with and have 
supported the plans. Consequently the plans have been started earliest and 
with most success in communities with strong voluntary hospitals, which are 
organized into a council or association, and are used to working together, 
and which feel a high degree of responsibility towards the community as a 
whole. 

The movement has made relatively little headway thus far in the Pacific 
coast States. Here all the conditions except one are seemingly favorable. 
The exception is that the voluntary hospitals of these States are not strong 
or more accurately they are not strongly voluntary. Many of the voluntary 
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STATE 


CONNECTICUT 
NEVADA 
CALIFORNIA 
NEW YORK 
WASHINGTON 


DELAWARE 
NEW JERSEY 


DISTRICT OF COLUMBIA 


OREGON 
RHODE ISLAND 


MICHIGAN 
MASSACHUSETTS 
ILLINOIS 
MARYLAND 

OHIO 


PENNSYLVANIA 
INDIANA 
MONTANA 

UTAH 

MAINE 


WISCONSIN 
KANSAS 
1OWA 
COLORADO 
WYOMING 


1DAHO 
NEBRASKA 
MISSOURI 
MINNESOTA 
ORTH DAKOTA 


VERMONT 
ARIZONA 
FLORIDA 
SOUTH DAKOTA 
VIRGINIA 


NEW HAMPSHIRE 
TEXAS 
OKLAHOMA 

We VIRGINIA 
LOUISIANA 


NEW MEXICO 
TENNESSEE 
GEORGIA 

NORTH CAROLINA 
KENTUCKY 


ALABAMA 

SOUTH CAROLINA 
ARKANSAS 
MISSISSIPPI 


NITED STATES 


Ranking of States According to Per Capita Income 
Enrolled 


1942-44 
PER CAPITA 
|NCOME 


TABLE 5 


Living in Urban Areas 


PER CENT OF 
POP. ENROLLED 
IN BLUE CROSS 
PLANS JAN. 


RANKING OF 
STATE AC~ 
CORDING TO 
PER CAPITA 


RANKING OF 


ING TO POP. 
ENROLLED 


| NCOME 1, 1947 
h 

2 36.75 6 67.8 
2 3-51 a/ 41 3903 
3 6.75 30 71.0 
4 33.25 8 82.8 
5 4.80 38 531 
6 47.20 3 5203 
7 22.66 16 81.6 
8 35.40 7 106.0 
9 5.36 37 48.8 
10 66.30 1 91.6 
Ld 21248 18 65-7 
12 48.73 / 89.4 
13 23.47 15 73-6 
14 21.83 si, 59.3 
15 37-63 y) ; 66.8 
16 29293 10 66.5 
17 6.64 32 55el 
18 ieee 24 37.8 
19 12.80 23 5.5 
20 24259 a3 40 «5 
21 20.08 19 5305 
22 13.13 22 41.9 
24 39.21 4 52.6 
25 no plan no plan 3155 
26 549 36 3367 
27 7.00 29 39-1 
28 27200 iy 51.8 
29 30.48 9 49.8 
30 10.19 25 20.6 
31 26.09 b/ 13 3403 
32 6.01 34 34.28 
33 3.58 40 Fel 
34 59 al 45 24.6 
35 9272 26 35-3 
36 26.09 b/ 1? 57-6 
37 3.40 42 454 
38 8.79 a7 37.6 
39 553 35 281 
40 6.68 30. 41.5 
41 1 Py ae) 33-2 
42 4.72 a 35-2 
43 2-36 4 3 3404 
yy 13.72 21 973 
45 7-80 28 298 
46 6.42 33 30.2 
47 no plan no plan 2445 
48 no plan no plan 90.2 
49 no plan no plan 19.8 
19.03 56.5 


Approximate 
bata not available on division of enrollment between 


Vermont and New Hampshire. Percentage for combined 
enrollment, 26.09, used for both States. 


PERCENT OF 
STATE ACCORD-| POP. LIVING IN 
URBAN AREAS 
(1940) 


Percent of Population 
in Blue Cross Plans, and Percent of Population 


RANKING OF 
STATE ACCORD- 
ING TO PER 
CENT OF URBAN 


hospitals of these States were formerly proprietary and only changed to a 
non-profit status within the last decade or so. They provide virtually no 
free care and receive no aid from community chests or the public generally. 
They stand on their own financial legs. To provide care to those unable to 
pay, the city and county governments have established large, well maintained 
governmental hospitals. The voluntary hospitals of these States have been 
slow in starting or giving solid support to hospital plans and as a result 
the plans have as yet made relatively little headway. 

The presence or absence of hospital facilities is a decisive factor. 
Obviously plans will not be started in communities without good hospital 
facilities. Nor can hospital protection be sold to a population which has no 
hospitals to go to, and which is not hospital minded. . 

The presence of industry and commerce is a favorable factor. People in 
employed groups can be easily reached and enrolled. The plans find it far 
more difficult to reach farm and rural families. 

Income plays an important role, partly directly partly indirectly. The 
greater their income the more able people are to pay the subscription costs. 
Also communities characterized by high income levels generally have good hos- 
pital facilities and people who are hospital minded and health conscious. 
The conditions favorable to growth of the plans have been present in greatest 
degree in the northcentral and northeastern States and it is here that the 
plans have had their largest growth. 

Table 5 compares the ranking of the States according to per capita in- 
come, percent of the population enrolled, and percent of the population living 
in urban areas. It will be apparent that in general the wealthier and more 
urban States have the highest percentage of their population enrolled. How- 
ever there are significant exceptions to this general relationship. For ex- 
ample California ranks third in per capita income but has only a small pro- 
portion of its population enrolled. Colorado which is below the average in 
both per capita income and degree of urbanization stands fourth in percent of 
the population enrolled. Minnesota stands in 29th place as regards income 
and in 22nd.place as regards percent of population living in urban areas, but 
stands in ninth place with respect to percent of population enrolled. New 
Hampshire and Vermont, considered as a unit, rank 12th among the States in 
enrollment but have lower per capita incomes and less of their population 
residing in urban areas than the country as a whole. Thus in certain States 
~able plan leadership, aggressive enrollment efforts and good support from the 
hospitals have resulted in enrollment far greater than that achieved in other 
States with higher per capita income and a higher degree of urbanization. 
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NOTE ON RECENT CHANGES 


Between January ist and June 1, 1947 the following events have taken 
place; Plans have been approved and have begun enrollment in Wyoming and 
South Carolina. Both of these are on a state-wide basis. A plan with head- 
quarters in Memphis, Tennessee, has been approved and has begun enrollment. 
This will serve Memphis and surrounding territory. The Danville and Peoria 
plans in [Illinois have been merged with the Chicago plan. The Ashland plan 
in Kentucky has been merged with the Huntington, West Virginia, plan. 

As of April 14, 1947, the plans reported a total enrollment for the 
United States of 25,147,386, this being 19.74 percent of the estimated civil- 
ian population as of July 1945. 
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CHAPTER 4 


SUBSCRIPTION RATES AND BENEFITS* 


Blue Cross plans operate through contracts with subscribers and hospitals. 
The plans contract with subscribers to furnish certain hospital services inre- 
turn for certain subscription charges paid periodically. The plans provide the 
specified services to subscribers through their "member*® hospitals, is ee, 
hospitals of the area which contract to furnish the stipulated hospital serv- 
ices to subscribers in return for certain payments by the plans 

The provisions of the subscriber contracts, as reported by the plans to 
the Blue Cross Commission as of December 1, 1946, are shown in detail in Ap- 
pendix D, Tables 1 to 9. Changes are constantly occuring in the contract 
provisions of the various plans so that any description of these provisions 
rapidly becomes obsolete.2/ 


TYPES OF CONTRACTS OFFERED 


Most Blue Cross plans offer what is known as a "semi-private" contract. 
Of the 81 plans (continental United States only) 68 offer such a contract. 
(See Appendix Table D-1.) Of these, 23 also offer a “ward contract" and 3 a 
"private room" contract. Seven plans offer a ward contract only and six offer 
both ward and private room contracts. No plan offers a private room contract 
only. ‘ 
These designations of the contracts of the plans are those generally used 
by the plans themselves or by the Blue Cross Commission. However, the desig- 
nations are in part simply labels of convenience and need to be understood in 
the light of the fact that definitions of the various types of accommodations 
vary from plan to plan, that in some areas accommodations considered semi- 
private would elsewhere be considered ward, and vice versa, and that some plans 
define the room accommodations furnished in terms of a dollar room allowance 
which may or may not suffice to provide in all or most of the hospitals of the 
area the type of accommodations designated by the label of the contract. 

Thus, most of the plans with so-called semi-private contracts define a 
semi-private roomas one with twoor two to four beds (See Appendix Table D-1). 
One defines it as aroom with two to six beds, another as a room with three to 
five beds. Some of the plans do not define the term in their contracts and 
the hospital provides what it considers to be a Semi-private room. A goodly 
number of the plans -— almost a third -- with so-called semi-private contracts 


* All data as of Dec. 1, 1946 unless otherwise noted, 

1/ As part of the survey, copies of subscriber contracts were obtained from all plans as of July 1 

1945 and tables were compiled Similar to those in Appendix D showing the contract provisions. How- 
ever, by the time this report was ready for publication all of this material was so out-dated that it 
was decided not to use it, but to rely upon the published data of the Blue Cross Commission instead. 
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provide dollar room allowances, ranging from $3.00 to $6.00. These contracts 
are labelled semi-private because the dollar room allowance approximates, or 
originally (when the contract was first issued) approximated the cost of a 
semi-private room in most or all of the hospitals of the area. However, these 
contracts do not assure care in semi-private accommodations. 

Similarly, the plans offering ward contracts have different definitions 
of what is meant by ward accommodations (many do not define the term) and some 
provide adollar room allowance (ranging from $3.00 to $5.00) which may or may 
not meet the cost of a ward bed. . 

The situation being what it is perhaps the most accurate way of summariz-— 
ing the contracts issued by the plans would be to say that of approximately 
113 main or standard contracts2/issued by the 81 plans, 5 provide care ina 
private room, 48 provide care in semi-private accommodations as these are de- 
fined by the planorthe hospitals of the area, 30 provide care in ward accom- 
modations, and 30 provide a dollar room allowance.3/ 

The type of contract offered by,a plan is determined very largely by the 
availability of the various types of accommodations in the area served by the 
plan, and by the relative popularity of these accommodations among the types 
of people that the plan reaches or hopes to re@&ch. In areas where the hos- 
pitals have large numbers of semi-private rooms and where this is the type of 
accommodation generally used by persons of moderate means, the plan will offer 
a semi-private contract. In the south the hospitals have few semi-private 
rooms and mainly offer either ward or private room service. For this reason 
most of the southern plans offer ward contracts or ward and private room con- 
tracts. In the Pacific Coast States, the hospitals have few so-called semi- 
private beds. The plans in these States offer contracts which provide care 
in rooms with three or four beds, i. e«, accommodations which are termed ward 
but in the east would be considered semi-private. af 


ae 


24 This chapter is restricted to the main or standard contracts of the plans. A few of the plans 
have special or subsidiary contracts in addition. 


3/. The provision by some plans of adollar room allowance instead of care in eared aay wich ee 
is a recent development. In part the development 158 due to the fact that such a de inition o the 
room accommodations to which the subscriber is entitled is a more precise one than, lente _semi~prie 
vate" room. Thus, a given hospital may have several types of semi-private rooms with pote tiel pik ht 
and some of its semi-private rooms may be more lee! nas ee ei cprratearaiesieee Chel r Aeivaae 
pitals may charge more for their semi~private room i coms. Of equal: valde iebeapeceiee 
rooms, and adollar room allowance, in effect, gives all subscribers re 68 ae terme ot icliaee ie 
SE the hospital used. The tendency toward definition of room acccmmeds || Mele 

also due if large part to the fact that as hospital costs have dnplie tte epeeeri Kay 
and hospitals in reaching agreement as to 4 fait: Cate oe poiterery ral cr ds t rennre the room 
of the room accommodations to be furnished in terms of a dollar a ture tienine Sh itals. However 
cost from the area of dispute and thus facilitates agreement as Ag pattesth Andemnit  GKTae eneres 
it is recognized that this procedure puts the plan inthe position 0} 0 Se aI eC a he tendency iste 
than service benefits, and there is much dispute among the plans as i 
‘wholesome one. 

ate and ward contracts, the former is the more popular — 
le holding the ward contract is very small. In 11 plans 


d contract is (1944 data) as follows: Michigan 45, 
paz) Utica 7, Texas 8, Wilkes-Barre 17, Dela- 


4/ In most plans which offer both semi~priv 
ia fact in some plans the proportion of peop 
the proportion of total participants having th ie 
Massachusetts 14, Philadelphia 1, Rhode Island 20, Toledo 46, 


w Cincinnati 31. : , 4; 
ee ate tiecs Ws which subscribers or potential subscribers have been inclined towards the wafd con 


tract, inplans where both ward and semi-private contracts are nh hk vs oe rey wie eh nla. preg. 
in recent years. Several plans brought forth ward contracts in epee y 5 e tee chat oanier nication 
them seemed promising. However, these plans now have Mei dhdenionet f contiane with changing economic con- 
of the lack of subscriber interest. Whether this situation will con 


ditions remains to be seen. 
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SUBSCRIPTION RATES 


Subscription charges for the semi-private contract range, for the most 
part, from $.75 to $1.00 a month for a single person, from $1.50 to $2.00 for 
two persons, and from $2.00 to $2.50 for a family. (See Appendix Table D-2.) 
Some plans have a dual rate structure, one charge for a single person and 
another for a husband and wife or a family. Typical dual rates are $.75 and 
$2.00, or $1.00 and $2.25' or $2.50. Subscription charges for the ward con= 
tract usually run about a third ora quarter lower than for the companion semi- 
private contract. Typical rates are $.60, $1.20 and $1.50 or simply $.60 and 
50S 7 | 

Under the family contracts the husband and wife and all dependent un- 
married children under specified ages are entitled to care.°,; The age limit 
for eligible dependent children varies from plan to plan; in most plans it is 
to oOr ha ee ey majority of the plans do not provide care to newborn infants 
during the first few months of life. In July 1945 out of 79 plans, 20 plans 
extended coverage to newborn infants only after 30 days; 6 plans extended such 
coverage only after 60 days; 18 plans accepted infants only after 90 days; 2 
plans after 4 and 6 months respectively; 3 plans only after 12 months. One 
plan permitted the addition of a child only at the beginning of the parents! 
next contract year. The remaining 29 plans had no such provision and extended 
coverage to infants from the day of their birth. Some of the plans which ex- 
clude infants from coverage under the terms of their contracts do not in prac- 
tice enforce this provision, but supply care to all infants whose parents have 
family coverage.8y, 

A few (10) of the plans do not provide full benefits to dependents. (See 
Notes to Appendix Table D-4.) In these plans the dependents make a certain 
payment to the hospital, usually $1.00 for each day of care received. These 
plans usually have relatively low husband and wife and family rates. Partial 
dependent coverage was inaugurated by the Minnesota plan in the early days of 


the movement when it wasnotcertain that families could be "sold" on the idea 


of paying the rates which would be required to furnish full coverage. Exper- 


ay The dual rate structure is now used by 23 plans in their semi-private or higher cost contract. 


The number is constantly growing. Many of the recently established plans have adopted this rate 
structure, and some of the older plans have changed over. The dual rate structure has many advan- 
tages. It simplifies administration; there is no need to change the contract when a child is added 
Or dropped; and it is simpler to present to the public. Under the triple rate structure of most 
plans, where the charge for husband and wife is double that for the individual, the proportion of in- 
come used for hospitalization has usually been considerably greater for husband and wife contracts 
than for single person or family contracts. This means that the husband and wife contracts are con- 
tributing relatively less to the maintenance of the plan as a whole than the other two types of con- 
tracts. Under the dual rate structure, single persons and husbands and wives will contribute rela- 
tively more to the maintenance of the plan than families, which is a eee arrangement since the 
former two groups poustys have a greater ability to pay. 

6, About a third of the plans accept so-called sponsored dependents, i. e., dependents, living with 
the subscriber, other than the spouse and eligible children. The charge for each such dependent is 
usually the same as that for a single person. 

1) As of July 1, 1945 in 79 plans, the age limit was 16 in = plan, 18 in 22 plans, 19 in 53 plans 
and 21 in 3 plans. 


8, The reasons for these restrictions on the care of infants are not clear, and many of the plans 
with these restrictions do not seem to offer-a clear explanation of the need for them. In part the 
restrictions may flow from administrative considerations. Undoubtedly some of the plans have this 
restriction because they believe, rightly or wrongly, that infants during the first few months of 
life are poor risks. Perhaps it would be more accurate to say that this last was the Original reason 
for the restriction and that many of the plans have never re-examined this assumption. 
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idence has demonstrated that people prefer to pay a little more and receive 
full coverage and one after another plans which have had partial coverage of 
dependents have gone over to full coverage. 

The subscription rates set forth in Appendix Table D-2 are those paid by 
group subscribers who pay through their place of employment. A good many of 
the plans charge higher rates to individually enrolled or "group conversion" 
subscribers -~ subscribers who make direct payments to the plan usually on a 
quarterly, semi-annual or annual basis. The reasons for the higher rates 
charged to these subscribers are the higher cost of handling these accounts 
and the desirability of giving such subscribers an incentive to transfer to 
payroll deduction groups wherever that is possible. 

It is interesting to compare the rates charged by the various plans. 
Probably the best basis of comparison is the family rate charged for the semi- 
private contract by plans which offer full dependent coverage. Of 59 plans, 
10 charge less than $2.00; 23 charge exactly $2.00; 23 charge between $2.01 
and $2.50; 3 charge over $2.50. 


ENROLLMENT FEES 


An enrollment fee, usually $1.00, is charged by 18 of the plans. (See 
Appendix Table D - 2.) This fee is the same for an individual or family sub- 
scriber. The charging of enrollment fees was far more common years ago; it 
is gradually being discarded.?7 


DAYS OF CARE PROVIDED 


Appendix Table D-3 shows the days of care provided. Approximately half 
of the plans provide a maximum of 21 days of care during the first year of 
membership. The majority of these increase the days of care in subsequent 
years providing, for example, 25 days in the second contract year and 30 days 
in the third and subsequent years of membership. Some 28 of the plans provide 
80 or 31 days of care per contract year and a few 40 or 60 days or there- 
abouts. Generally these latter plans do not increase the number of days of 
coverage in subsequent membership years. | 

The great majority of the plans provide partial coverage for an addition- 
al period after the period of full coverage. The most common provision is a 
50 percent discount, on those items of the hospital bill which the plan cov- 
ers, for a period of 90 days after the cessation of full coverage. 

A small but growing number of plans (8) provide full coverage fora cer- 
tain number of days per hospital admission or for each distinct illness, in- 
stead of so many days per contract year. This provides greater protection to 
the member and also simplifies administration. The number of days provided 
by these plans ranges from 21 to 90. A few plans have developed special con- 
tracts which are offered to large groups with a high percentage of enrollment. 
Thus the "comprehensive" contract of the Rhode Island plan (offered to large 
groups with 90 percent enrollment) provides 150 days of care per year, not 
more than 75 days being allowed for the same cause. The comprehensive con- 


tract of the Massachusetts plan provides 120 days per admission. 
The average hospital stay of Blue Cross members is eight days. Coverage 


for 21 days will provide complete protection in about 94 percent of all gener- 
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a In July 1945 23 of the plans charged such a fee. 
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al hospital cases and will pay the bill for about 76 percent of all hospital 
days. (See Chapter 12.) 


HOSPITAL SERVICES PROVIDED 


Appendix Table D-4 shows the hospital services which are furnished to 
subscribers. All of the plans provide room and board (or a dollar allowance 
towards the cost). All provide the general nursing service of the hospital 
and use of the operating room. All but eight provide whatever special diets 
the patient may require. 

A majority of the plans (65 of the 81) cover to some extent the adminis- 
tration of anesthesia. The great majority of these plans provide this service 
when it is given by a salaried employee of the hospital. A few of the plans 
will also pay the fee, up to a certain amount, charged by a physician for the 
administration of anesthesiae Some 15 plans cover hospital charges for anes- 
thetic surplies but not the charges for the administration. 

In this field, and also with respect to pathology, x-ray and certain 
other services, the plans conform to prevailing practices in the area and the 
desires of hospitals and the medical profession. In those areas wherein it is 
the prevailing practice for anesthesia to be administered by nurse anesthetists 
employed by the hospitals, this service is commonly considered to be a hospi- 
tal service and is covered by the plan. In areas where anesthesia is commonly 
given by physicians paid on a fee basis, this service is often considered a 
medical rather than a hospital service and has not been included under the 
plan unless the medical profession so desired. Where the plan offers medical 
service contracts or has an affiliated medical plan, the administration of 
anesthesia when not covered by the hospital plan will always or almost always 
be covered under the medical contract.!°, 

All plans cover laboratory services to some extent. Some provide only 
what is described as routine laboratory service, which usually consists of 
blood count, urinalysis, and coagulation test, while others provide complete 
laboratory services including examinations of pathological tissues. Again 
the extent of laboratory services offered under the plan is largely determin- 
ed by prevailing relationships in the area between hospitals and pathologists, 
and the desire of the latter that their services should or should not be in- 
cluded under the plan. Again pathology services not offered under the hospi- 
tal plan will be offered under the companion medical contract, if any. 

All plans provide drugs to some extent. A majority of the plans (58) 
provide all drugs that may be prescribed by the physician, including penicil- 
lin. Most of the remaining plans provide what. are described as "ordinary" or 
"routine" medications. In most cases this would mean all drugs that the hos- 
pital is equipped to provide from its pharmacy except a certain few expensive 
drugs such as penicillin. The great majority of the plans provide all dress- 
ings, including casts and splints, that may be necessary. Others provide 
only "ordinary" dressings, casts and splints. 

X-ray service is covered to a greater or lesser degree by 51 plans. Of 
these, 23 provide whatever service may be necessary, while the remainder give 
only partial coverage. Most of the latter plans furnish the services up to a 
dollar limit, frequently $15.00- What has been said above relative to anes-— 


10, The problems of the inclusion of anesthesia, pathology, radiology and physical therapy services 


in hospital and medical plans are discussed in chapter 28. 
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thesia and pathology services also applies here. In many localities the in- 
clusion of x-ray services has been a bone of contention among the hospitals, 
the medical profession and the plan. Roentgenologists have often maintained 
that x-ray services, being medical services, should not be included in a hos- 
pital plan. Hospitals have often maintained that these services, being pro- 
vided through equipment owned by the hospital and the charges being generally 
included on the hospital bill, are hospital services and should be included 
in the plan. 

Basal metabolism tests are covered (infullor subject to certain limits) 
by 59 plans, the provision of oxygen by 58, electrocardiograms (usually the 
making of the test but not its interpretation) by 43 plans. Use of the phys- 
ical therapy equipment is covered by 41 plans. Emergency room service (usual- 
ly limited to the first visit within 24 hours of an accident) is covered, to 
some extent, by 69 plans Ambulance service, usually limited, is furnished 
by 13 plans. 

It will be seen that there is considerable diversity among the plans in 
the services covered and not covered. Some plans by providing little more 
than room, board, use of the operating or delivery room, and routine drugs, 
may leave the hospitalized subscriber, especially one who needs elaborate lab- 
oratory and x-ray services, with an appreciable bill to pay when he leaves 
the hospital. Other plans provide a complete service, and the subscriber who 
takes the room accomodations furnished by his contract and does not have an 
over-long stay, will have no hospital bill whatever to pay, unless it be 
‘charges for guest trays and telephone calls. 


COVERAGE OF CERTAIN SPECIAL CONDITIONS 


All of the plans have special provisions as regards m-ternity care and 
many either exclude certain other types of cases from coverage or impose 
special limitations on the care provided. 


MATERNITY CARE 


All of the plans provide service for maternity cases, but all, in order 
to protect the plan against adverse selection of risks, provide that such 
care will be furnished only if the patient has been a member of the plan for 
at least a certain period. The required waiting period is 6 months in the 
case of one plan, 7 months in another, 8 months in another, 9 months-in 15 
plans, 10 months in 40 plans, 11 months in 3 plans, 12 months in 20 plans.11!, 
(See Appendix Table D-5.) Many plans -- 15 of the 39 plans which were person-—- 
‘ally visited in 1944 and 1945, and the proportion is certainly higher now -- 
waive the maternity waiting period for large employed groups where 75 percent 
or more of the employees enroll.. . 

Most of the plans will provide maternity service only to persons enrolled 
under a husband or wife or a family contract; 25 plans provide this care only 
under a family contract. 

The majority of plans, in order to prevent abuse, place a limit upon the 
number of days for which care will be provided in uncomplicated maternity 
cases. This limit is usually 10 days. Most plans give full service benefits 
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d). have special "comprehensive" contracts, sold to large 


11 Rhode Islan 
**/ Two plans (Massachusetts and under which there is no waiting period. 


groups with a high percentage of enrollment, 


during the allowed quota of days; some plans place a dollar limit upon the 
care which will be furnished, or require the patient to pay a portion of the 
cost. 


NERVOUS AND MENTAL CONDITIONS 


Most general hospitals do not accept so-called nervous and mental condi- 
tions, at least those diagnosed as such. The plans were largely organized by 
general hospitals and were designed, it was thought, primarily to cope with 
the problem of general illness. Hence, most plans, at least in the beginning, 
excluded nervous and mental conditions from coverage. In recent years a ten- 
dency to provide care for these cases for a limited duration has been mani- 
fest. | 

At present (See Appendix Table P-6) 41 of the 81 plans in the United 
States provide some coverage for these conditions, although only 17 of these 
plans provide the same duration of service as for general illness and some 
provide the care only in member or general hospitals and not in mental hospi- 
tals. Seven plans provide care until the condition has been diagnosed, and 
33 plans provide no care in these conditions. 


TUBERCULOSIS 


The situation with respect to tuberculosis is roughly similar to that 
for nervous and mental cases and generally each plan has the same provisions 
for both. Forty plans give some coverage for this disease. Only 10 of these 
give the same duration of care as for general illness and a few provide the 
care only in member or general hospitals. Twelve plans provide benefits un- 
.til the condition has been diagnosed, and the remainder exclude care for this 
disease. 


QUARANTINABLE DISEASES 


The situation with respect to these diseases is roughly comparable to 
that for mental disease and tuberculosis. At present (See Appendix Table D-6) 
58 plans provide some coverage and 23 do not. A majority (34) of the plans 
which cover these diseases provide the same duration of care as in general 
illness; most of the others provide the same number of days at full benefits 
but give no partial benefits for any further period. A few of the plans pro- 
vide benefits only in member hospitals. 


PRE-EXISTING CONDITIONS 


Up-to-date information on the provisions of the plans with respect to 
these conditions is not available. At the time of our own study of the con- 
tracts of the plans, in July 1945, 45 out of 79 plans stated in their con- 
tracts that care for pre-existing conditions, i. e., conditions which existed 
prior to enrollment or for which care had been advised prior to enrollment 
would not be furnished. An additional 11 plans provided that care would be 
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eo oe ing BRO sacs. after a waiting period, usually 1 year. 
, Fo care for pre-existing conditions without 
qualification. **/ 

The reason for this exclusion, where it exists, is to avoid providing 
care to persons who learn of some condition requiring hospitalization and then 
join the plan simply to receive care for this condition. However, the dis= 
cernment of cases hospitalized for care of pre-existing conditions presents 
difficulties. To weed out such cases a plan would have rigorously to scruti- 
nize the diagnosis on each hospital admission and in suspected cases request, 
information from the attending physician on the history of the case. Few 
plans which exclude pre-existing conditions in their contracts do this. Most 
of them feel that such rigorous policing would cost them more than they would 
Save, and they are content simply to reject an occasional flagrant case -- 
"the member who signs up on his way to the hospital." 
| A constantly growing number of plans accept pre-existing conditions with- 
out qualification. These plans rely on enrollment of high percentages of 
persons within groups to assure an average selection of risks in this regard. 
A good many plans, which state in their contracts that they exclude pre-exist- 
ing conditions, waive this exclusion in the case of large groups where more 
than a 75 percent enrollment is obtained.13,; _ 


ADMISSION FOR DIAGNOSIS ONLY 


A majority of the plans (47 out of 79 in July 1945) state in their con- 
tracts that care will not be provided in cases where the patient is admitted 
to the hospital for ‘diagnosis only.!4, Many of the plans which accept such 
cases do not provide x-ray or complete laboratory service, so that the plan 
gives little incentive to the subscriber to enter the hospital for diagnostic 
services only. 

There are two main reasons for this exclusion. One is so that the plan 
may avoid providing care to persons who do not need care as bed patients but 
simply wish to avail themselves of the diagnostic services offered by the plan. 
Another reason is that if these cases were accepted the plan would be encour- 
aging a possibly unfair type of competition between hospital x-ray and labor- 
atory departments and roentgenologists and laboratories not associated with 
hospitals. 

From an administrative standpoint the exclusion of this type of case 
presents difficulties for both the plan and physicians. In practice the plans 
are undoubtedly accepting many cases of this sort. They do so because the 
attending physician, who is aware that his patient is a subscriber and can 
receive x-ray and laboratory services without direct* cost if hospitalized, 
will so word the admitting diagnosis that it will not appear that admission 
was solely or primarily for diagnosis. In the course of the survey a few 
physicians complained to the writer that the situation puts them under pres- 
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al A recent study of the Blue Cross Commission (Feb. 1947) finds that of 80 U. S. plans, 386 cover 
ing period and 34 do not cover these conditions. 


pre-existing conditions, 10 cover them after a wait 
13, Virtually all of the plans which waive the waiting period for maternity benefits in the case of 
arge groups witha high percentage of enrollment also waive the exception of pre-existing conditions, 


if they have this exception, for the same groups. 


4, The Blue Cross Commission reports that in February 1947, 
did not. 


42 U. S. plans covered these cases, 38 
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sure to perjure themselves. It is doubtful whether there can be any good 
solution to this problem unless and until plans are developed providing 
physicians' services, including x-ray and laboratory services, to non- 
hospitalized patients. 


OTHER CONDITIONS 


Venereal diseases were excluded from coverage by many of the early plans. 
As of July 1945, 46 of the plans covered these cases and 33 did not.15, Many 
of the early plans excluded care for alcoholism and drug addiction. The trend 
is towards coverage of these conditions. In July 1945, approximately 60 per- 
cent of the plans covered them. These cases arise so infrequently that plans 
save very little by excluding them or incur very little cost through covering 
them. Self-inflicted injuries were not covered by nine plans in July 1945, 
and congenital defects by seven plans. 

All of the plans exclude from coverage cases for which care is available 
under workmen's compensation. One plan ~- the Massachusetts plan -- will in 
the case of its semi-private contract holders pay the hospital charges for 
the difference between a semi-private roomand the ward accomodations to which 
the person is entitled under workmen's compensation. With one or two excep- 
tions, the plans do not pay for care received in veterans! hospitals or in 
other governmental facilities wherein the patient receives or can receive care 
free of charge. 


ALLOWANCES TOWARDS BETTER ACCOMMODATIONS. 


All of the plans permit members to take better accomodations in the hos- 
pital than those to which they are entitled under their contract. Thus a 
ward contract holder may at the time of hospitalization take a semi-private 
or private room and the semi-private contract holder may take a private room. 
To the patient who does this, the plan provides an allowance more or less 
equivalent to the cost of the care to which he was entitled, towards the cost 
of the better accomodations. 

The more common provision, which obtains in 47 of the plans, (see Appen- 
dix Table D-7)-is that the member is entitled to the special hospital servic- 
es provided under his contract and receives an allowance of a fixed amount, 
commonly $4.50 or $5.00, towards the cost of the better accomodations. This 
fixed amount usually represents the prevailing or usual charge for semi-pri- 
vate or ward accomodations, as the case may be, in the area. In 22 plans the 
member receives all special services and pays the hospital the difference be- 
tween its charges for the accomodations to which he is entitled and the accom- 
modations which he chooses. 

A number of plans provide a less advantageous arrangement. For example, 
the Philadelphia plan provides the member who takes better accomodations with 
(a) a dollar allowance towards the roomcost, and (b) credits: for. the special 
hospital services equivalent to the hospital's regular charges for these ser- 
vices to semi-private patients. The patient pays the difference between these 
credits and the hospital's actual charges. The New York City plan provides 
the member with what is essentially an, indemnity equivalent to what the plan 
would have paid the hospital had the member taken a semi-private room, or 


15 
__/ In February 1947, 52 plans covered these cases, 28 did not. 
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alternatively a certain number of dollars per day of stay.18, The necessity 
of these arrangements flows out of the fact that hospitals in some areas 
customarily vary their charges for the special services in accordance with 
the type of room accommodations used' by the patient. Thus the private room 
patient will pay more than a semi-private patient for use of the operating 
room, etc. 

Appreciable proportions -- generally from 20 to 40 percent -- of sub- 
scriber-patients take better accommodations than their contract calls for. 
Some sample figures are: The New Jersey plan, 19%; the New York City plan, 
25%; the Rochester plan, 30%; the Cincinnati plan, 29%; the Maryland plan, 


35%; the Colorado plan, 40%; the Kansas City plan, 40%; the Wilkes-Barre plan 
50 percent. 


NON-MEMBER HOSPITAL ALLOWANCES 


All plans pay certain amounts towards meeting the hospital bills of 
members who are hospitalized in non-member hospitals. Non-member hospitals 
may be institutions within the plan's area, which have not been accepted as 
or do not desire to become member hospitals. Far more generally they are 
hospitals outside the plan's area. About nine percent of hospitalized sub- 
scribers receive care in non-member hospitals; in the great majority of these 
instances the subscriber is hospitalized outside the plan's territory. 

The usual allowance for care in non-member hospitals, whether outside or 
within the plan area, is payment of the hospital's charges up to, but not 
exceeding, a fixed amount per day. (See Appendix Table D-8.) The typical 
payment is up to $6.00 per day under semi-private contracts or up to $4.50 or 
$5.00 per day under ward contracts for each day of full coverage and corre- 
spondingly lowered amounts for each day of any further period for which the 
plan provides partial benefits. Some plans provide higher allowances for 
short stay cases. For example, the New York City plan pays up to $15.00 for 
a one day stay, $25.00 for two days, $34.00 for three days, etc. The Cali- 
fornia plans will pay non-member hospitals, in or out of the State, their 
regular charges for the services and. accommodations provided under their con- 


tracts. 
INTER-PLAN SERVICE BENEFIT AGREEMENTS 


The limited payments made by most plans for subscribers hospitalized 
outside of the plan area will usually fall short of covering the bill, and 
this is recognized as a disadvantage. To overcome this the central organiza- 
tion of the plans has fostered a program of reciprocity agreements among the 
plans for the provision of service benefits in out-of-the-area cases. Under 
these arrangements if a member of plan A enters 4 member. hospital of plan B 
with which it has a reciprocal agreement, the member receives the service 
benefits of plan B. Plan B pays the hospital for its services at its con- 
tractual rates and secures reimbursement from plan A. 

Virtually all plans which have entered into these agreements give the 
member the option of either receiving the plan's own non-member hospital 
allowances or the service benefits of the "host" plan, whichever will be of 


Se 


16, This has recently been changed so that the subscriber who takes a private room receives a $6.00 


room allowance and all of the special services, 
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greater benefit to him. Where the service benefits of the "host" plan are 
meager and the "home*® plan provides generous non-member hospital allowances 
the member may be better off with the latter. Generally, however, the sub- 
scriber will find it to his advantage to take the service benefits of the 
"host" plan. ) 

The inter-plan service benefit program has two parts. Plans participa- 
ting in Part I request service benefits for their subscribers hospitalized in 
the areas of other participating plans. Plans participating in Part II agree 
to provide their service benefits to subscribers of other participating plans. 
As of February, 1947, (see Appendix Table D-9) 37 plans with about two-thirds 
of the total enrollment in all plans are participating in both parts of the 
program. A few plans are participating in Part II but not Part I. 

The inter-plan service benefit program, on its present basis, has dis- 
advantages forcertain plans -- those in low cost hospital areas or which have 
less comprehensive benefits thanother plans -- and many of these have refused 
to participate. The program asks these plans to pay more for the care of 
their subscribers outside their territory than they would pay within it. On 
the other hand the program is easy on the plans with high cost hospitals and 
comprehensive subscriber benefits. It costs these plans less to provide the 
service benefits of other plans than to provide their own service benefits. 

Because of the above factors the inter-plan service benefit program, on 
its present basis, has probably gone about as far as it can go, i. e., the 
plans which have thus far refused to participate will probably continue to do 
soe Hence the plans are giving consideration to other approaches to the prob- 
lem. The approach being given most consideration is one proposed by Mr. Webb, 
the executive director of the Maine plan. He proposes that the Blue Cross. 
Commission set up an Inter-—Plan Service Benefit Bank. Each plan would, in 
effect, pay to this bank for each day of care provided by other plans to its 
Subscribers an amount equal to its average per diem payments to tts own mem-— 
ber hospitals. Subscribers would receive the service benefits of the "host 
plan; the latter would pay the hospital at its regular rates and would be re- 
imbursed by the bank. In other words the plans as a whole would share the 
burdens of providing reciprocal service benefits. Any net gain or deficit 
incurred by the bank would be shared among the plans pro rata. 


PERIOD OF CONTRACT 


In the early days of the movement the plans tended to issue subscriber 
contracts which could not be cancelled or revised by the plan except at the 
end of a year. This was found to be disadvantageous in one important respect. 
It meant that if a plan wished to change its rates or benefits, it would only 
do so gradually over a year's period, each subscriber's contract being can- 
celled as it expired and the revised contract substituted. This situation, 
as compared with one in which the plan could revise all its contracts at one 
time, increased the administrative cost of any revision of contracts and im- 
paired the ability of a plan quickly to adjust its rates and benefits in case 
of need. In recent years more and more of the plans have issued contracts 
which are cancellable on short notice. As of July 1945 almost three-fourths 
of the plans had contracts which could be cancelled or revised on notice of 30 
days or less; the remainder had contracts which could only be cancelled or 
revised at the end of the contract year. 
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A PROPOSED NATIONAL CONTRACT 


The plans have recognized that greater uniformity in their benefits would 
be desirable. The diversity in benefits is an especial handicap in the en- 
rollment of national concerns; such concerns particularly when they are pay- 
ing part of the cost, desire that all of their employees wherever located 
should receive the same benefits. 

In an endeavor to obtain uniformity of benefits representatives of the 
plan agreed in 1944 to recommend to their respective plans adoption of a so- 
called national contract. A plan could offer this contract toallof its sub- 
eee eaten it available as a special offering solely to employees 

Few of the plans actually adopted the proposed national contract, and at 
present the issue is no longer a live one. However, since the adoption of 
this resolution many of the plans have revised their benefits so as to bring 
them nearer or up tothe level of the proposed national contract. At the same 
time a considerable number of other plans have offered benefits which in cer- 
tain respects go beyond those of the national contract. As a result of this 
process, the plans have made progress towards provision of more comprehensive 
care but have approached little, if any, closer to uniformity of benefits. 
It is doubtful if uniformity of benefits can be attained until the plans pro- 
vide completely comprehensive service. / 


THE TREND TOWARDS MORE COMPREHENSIVE BENEFITS 


There has been a consistent trend among the plans towards the provision 
of more comprehensive benefits. Some indication of the strength of this ten- 
dency is called for. 7 ° 

In November 1943, among the 74 plans in the United States, 57 plans had 
a duration of service of less than 30 days during the first year of member- 
ship, 16 provided 30 days or more and one provided 30 days per admission. In 
December 1946, out of 81 plans, 41 provided less than 30 days per year, 33 
‘provided 30 days or more and 7 provided 21 days or more per admission. In 
November 1943, 15 out of 74 plans provided only partial benefits to depend- 
ents. In December 1946, 10 out of 81 plans provided partial benefits to de- 
pendents. | 

With respect to the special services, in November 1943, 47 out of 74 
plans provided complete coverage of drugs and medicines; in December 1946, 59 
out. of §1 plans provided this coverages In November 1943, 26 of 74 plans pro- 
vided some coverage of electrocardiograms, in December 1946, 44 out of 81 
plans. In the former period, 34 plans provided emergency room service, in 
the latter period, 63 plans. In November 1943, 41 and 50 plans (out of 74) 
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Hy The contract provided 30 days of care each year and an additional 90 days at 50 percent benefit. 
All conditions would be covered except that care for mental disease and tuberculosis would be pro- 
vided in member hospitals only and for not more than 30 days. Care for quarantinable diseases would 
be limited to $3.00 per day ($1.50 after 30 days) and care for maternity would be limited to 10 days 
with a waiting period of 9 months. This waiting period would be eliminated for those groups where 
715 percent of all employees and at least 50 employees enrolled. Pre-existing conditions would be 
covered. The hospital services provided would be semi-private room, use of operating and delivery 
room, all drugs and dressings (except blood and blood plasma), x-ray examinations up to $15.00, com- 
plete laboratory service, anesthesia up to $10.00, plaster casts, hasal me tabo lism tests, oxygen 
therapy and use of cystoscopic room, cardiographic equipment and physiotherapeutic equipment. The 
same benefits would be available in the member hospitals of all plans. For care in non-member hos- 
pitals an allowance of up to $6.00 per day would be made. 
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provided some coverage of x-ray and anesthesia service, respectively; in 
December 1946, 49 and 65 plans (of 81) provided some coverage. In the former 
period 43 plans provided complete laboratory service, in the latter period, 
50. (The main movement towards coverage of these last three services has come 
through the development of allied medical plans providing this coverage.) 
With respect to conditions and diseases covered: In July 1945, 31 of .79 
plans gave some coverage of tuberculosis, in December 1%6, 40 of 81. In 
July 1945, 31 of 79 plans gave some coverage of mental illness; in December 
1946, 41 of 81. However, there appears also to be a trend towards cutting 
down the period of coverage for these diseases, i. e., restricting service to 


Hoceover<«21. or 30 days. 


EXTENT OF COVERAGE OF THE HOSPITAL BILL 


Data on the extent of coverage of the subscriber's hospital bill were 
obtained from about half of the plans surveyed. The figures that were ob- 
tained took various forms and are not easily comparable. They are set forth 
in the accompanying table (Table 6). 

Figures for 20 plans show that the percent of the hospital bill covered 

(for the period of full and partial days of service) ranged from 62t086 per- 
cent.!8/ Two of the plans with less than 70 percent coverage gave only partial 
coverage of dependents. A large proportion of hospital charges not covered 
represents the cost of better accommodations. Subscribers who took the accom- 
modations provided by their contract had 77 to 95 percent of the bill covered. 
Those who took better accommodations than their contract provided had 48 to 71 
percent coverage of the hospital bill. 


18, Very few general hospital cases (6/100 of one percent) have a hospital Stay of more than 111 
days, which is the period of full plus partial coverage of most of the plans, and the proportion of 
ee hospital days not included in this period of coverage is inconsequential (about one per- 
eent). 
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CHAPTER 5 


MEMBER HOSPITALS AND THEIR REMUNERATION 


Blue Cross plans provide hospital services to subscribers through con- 
tracts with their "member" hospitals, the member hospital agreeing to fur- 


nish the specified services to subscribers in return for certain payments by 
the plan. 


WHICH HOSPITALS MAY BECOME MEMBER HOSPITALS? 


Three factors determine which hospitals in the area of a plan are or may 
become member hospitals: first, the requirements, if any, set forth in any 
State law governing the operation of the plan; second, the requirements gr 
standards which the plan itself may set up; and third, the desire of the 
particular hospital to become a member hospital. These will be discussed in 
turn. : 

Laws providing for the establishment of non-profit hospital service plans 
have thus far been passed in 34 States and the District of Columbia.1/ These 
laws will be discussed in a later chapter. It suffices to say here that of 
the 35 laws 22 set up certain requirements which hospitals must meet in order 
that the plan may contract with them for the provision of service. In 15 
States plans may contract only with hospitals approved by a State agency-- 
generally the State welfare, insurance or health department, or by two of 
these departments. In four States the plans may contract only with hospitals 
approved by a private agency-- the American Hospital Association, the Ameri- 
can Medical Association, the state hospital association, or the state medi- 
cal society, or by two of these organizations. In three States the plans may 
contract only with non-profit or governmental hospitals. 

None of the laws requiring approval of member hospitals bya State agency 
sets up any standards on the basis of which the State agency shall grant or 
withhold approval. In those States which have a hospital licensing act and 
which require approval of member hospitals by a State agency,the State agency 
which licenses hospitals will generally be the one to which is delegated the 
responsibility of approving member hospitals. This State agency will then 
generally approve any hospital which it has licensed. State insurance 
departments are not well qualified to pass on the qualifications of hospitals, 
and where these departments are delegated the responsibility of approving mem- 
ber hospitals it generally means that the department approves any hospital 
which the plan believes should be approved. 

In addition to any legal requirements, the plans may have certain rules 
of their own as to which hospitals will be accepted as member hospitals.Oof 
course where there are no legal requirements, then the plan's own rules are 
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1) As of May 1, 1946. 
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| e plan wishes to accept are approved by the 
College. Most of the plans do not have formal or crystallized eligibility 
requirements of their own. They will accept any hospital which meets the re- 
quirements set forth in the law or which is deemed by the plan's board of di- 
rectors to be reputable and to be meeting a community need. 

In general, the eligibility requirements of the pians are not at all 
strict. The Minnesota plan is an exception to the general trend in that it 
has very explicit requirements. Member hospitals must be non-profit, and 
have the approval of the American College of Surgeons, or the American Medi- 
cal Association, or the State or county medical association. The medical 
staff of the hospital must certify that it wishes the plan introduced in the 
community. The hospital must have an organized, open medical staff, main- 
tain adequate records, have adequate nursing service, “laboratory facilities, 
competent personnel, and a good physical plant. It must submit a financial 
statement. The director of the plan, a former hospital superintendent, in- 
spects each institution desiring membership. The plan has steadfastly re- 
fused to admit proprietary hospitals, and over the course of years a consi- 
derable number of formerly proprietary hospitals in this State have changed 
to a non-profit status in order to become members. 

Few, if any, of the plans exclude from membership tuberculosis or men~ 
tal hospitals. Nevertheless, few plans do have tuberculosis and mental hos- 
pitals as member hospitals. The great majority of plans do not provide care 
for these conditions or offer such Limited care that it would not be any par- 
ticular advantage to the plan to have such hospitals as members or any ad- 
vantage to these hospitals to be members. No Blue Cross plan (to our know- 
ledge) refuses participation to governmental hospitals but the number of such 
hospitals which participate in plans is relatively smali. The reason is that 
many governmental general hospitals which serve the general community accept 


charity patients only. 
The third factor in determining which hospitals in an area are member 


hospitals is the desire of the individual hospital to participate in the 
plan. Generally hospitals desire to participate because the plan is bene- 
ficial to them and to the public. In fact the great majority of plans have 
contracts with all the eligible general hospitals of their area. In an area 
with a well established plan a hospital would find it urgently desirable to 
be a participating hospital, and if it were not accorded this privilege it 
might be seriously handicapped. This follows from the fact that subscribers 
are accorded greater benefits in member than non-member hospitals,and ac- 
cordingly prefer to go to member hospitals when they have the choice. From 
a standpoint of equity it is exceedingly important that hospitals which de- 
sire to become member hospitals of a plan should not be denied this privilege 
except on fair grounds. 

The determination of whether certain hospitals of low or questionable 
standards should be accepted as member hospitals poses difficult problems for 
a plan. In offering the services of its member hospitals to its subscribers 
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a plan assumes a certain responsibility for the quality of service rendered. 
A plan is naturally reluctant to offer its subscribers the services of an un- 


worthy institution. On the other hand a plan must face the fact that such 
hospitals are serving the general public and that the primary purpose of the 
plan is to prepay hospital costs, not to raise hospital standards. A plan 


which puts its standards so high that it rules out hospitals in which any ap- 
preciable portion of the population is accustomed to receiving service is apt 
neither to be very successful nor to perform a great service to the people of 
the area. | 

A few plans do not accept proprietary hospitals as members. If this rule 
were applied to Alabama, for example, it would rule out well over half of all 
hospitals in the State which are registered by the American Medical Associa-— 
tion. In such a State a plan could not very well be established if it refused 
to accept proprietary hospitals. On the other hand the character of a non- 
profit plan which is controlled by hospitals, most of which are proprietary, 
is certainly open to question. 

In some plans the question of the acceptance or non-acceptance of hos- 
pitals which accord osteopaths the use of their facilities has caused diffi- 
culties. A number of plans accept osteopathic hospitals; many plans do not. 

In sum, how far the plans should go in endeavoring to assure good quality 
of service to their subscribers is a moot question. Many plan directors feel 
that the plans must accept hospitals as they are and that it should be the 
responsibility of the general community to see that unworthy institutions do 
not exist. In practice the interest of the plans:in seeing that their sub- 
scribers receive hospital. care of good quality frequently leads to an interest 
in hospital licensing legislation, and a number of plans have played leading 
roles in securing the passage of such legislation. ' 

As of October 1, 1944, there were 2,933 hospitals in the United States 
with a total of 306,871 beds, which were member hospitals of Blue Cross plans. 
Of the total number of beds all but 35,000 were in non-governmental hospitals. 
The bed capacity of Blue Cross member hospitals constituted 72 percent of the 
total number of beds in all non-governmental hospitals which were registered 
by the American Medical Association ~- 79 percent if beds in non-governmental 
tuberculosis and mental hospitals andthe hospital departments of institutions 
were excluded. These figures were for the country as a whole and included 
areas in which Blue Cross plans did not operate and thus had no member hos- 
pitals. 


PAYMENTS TO MEMBER HOSPITALS 


The basis and rates of payments to hospitals are determined by negotia— 
tion between the plan and the member hospitals. A wide variety of bases of 
payment are in use. All parties agree that hospitals should be fairly paid 
for their services but there is considerable difference of opinion as to the 
basis of payment which will best achieve this result. 

Since 1943 or 1944 the problems of remuneration of hospitals have become 
more acute. In part this is due to the sheer growth of the plans -- when hos- 
pitals derive 40 or 50 percent of their income from the plans, as is the case 
in some localities, then the rate of remuneration is obviously all important. In 
good part it has been due to advancing prices and hospital costs. This situa- 
tion has placed a strain upon the relationships of plans and the hospitals. It 
has made it difficult to arrive ata fair rate of remuneration, and no sooner. is 
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a rate negotiated than advancing costs make hospitals dissatisfied with it and 
call for a re-opening of negotiations. In certain areas the hospitals have 
been quite dissatisfied withthe remuneration obtained from the plan, and here 
and there hospitals have withdrawn from participation. On the other hand the 
plans complain that some hospitals are demanding excessive remuneration. The 
development of a mutually Satisfactory basis of remuneration is one of the 
most important problems facing the plans and hospitals at this time. 

There are three basic methods of payment in use: flat rate per diem 
payments uniform for all hospitals or groups of hospitals; payments based on 
each hospital's regular charges; and per diem payments based on each hospi- 
tal's costs of operation. Modification and combination of these three basic 
methods exist. 

The methods and rates of payment used by the individual plans, as of 
December 1, 1946, as shown by a recent study of the Blue Cross Commission, 
are set forth in Appendix E. Of the 81 plans in the United States, 37 can be 
classified as paying uniform rates or some variation thereof, 25 pay ona 
regular charge basis, 6 pay on a cost basis and the remaining 13 plans pay on 
some combination of these three bases. | 

A simple flat rate basis is used by 31 plans. Almost all of these make 
higher per diem payments in short stay cases. Thus the Washington D. C. plan 
pays $15.00 for a one day stay, $20.00 for a two day stay, $27.00 for a three 
day stay, with graded payments up to $91.00 for a 14 day stay and a straight 
$6.50 per day for all cases lasting 15 days or more. The Alabama plan pays 
$10.00 for a one day stay and $8.00 a day for all cases lasting two days or 
more. The reason for the higher payments in short gtay cases is to reimburse 
the hospital for the costs of the special services which constitute a large 
part of the bill in these cases. 

A few plans paying flat rates group their hospitals and pay different 
flat rates to each group. Thus the Colorado plan has a basic rate of $6.75 
per day but pays a few rural hospitals $6.25 a day. The Rochester plan clas- 
sifies its hospitals into three groups according to the scope of their facil— 
ities and the services provided. The Rochester hospitals are paid $8.50 per 
day, and the hospitals outside Rochester are paid $7.75 or $7.25 a day. 

A few plans (4) which give the subscriber a dollar room allowance pay 
the hospital the same amount on account of room and board and then pay ac- 


cording to a fixed schedule for the special services. . 
Of the 25 plans which pay on a regular charge basis, only a few (7) pay 


100 percent of regular charges without qualification or modification. An ad- 
ditional two plans pay 97 and 98 percent of charges, respectively. Another 
two plans pay 90 percent of charges currently, and then at periodic intervals 
these payments are adjusted to 100 percent of charges, if and to the extent 
that the finances of the plan permit. Some six plans pay regular charges or 
a percent thereof, but with a fixed ceiling. In some plans this ceiling op- 
erates for the individual case; in others on the average of all cases over a 
(It is hard to know whether to classify these plans as paying flat 
rates or regular charges.) Four plans pay regular charges or a percent there- 
of but with a ceiling on the room charge and another four give a dollar room 
allowance and pay regular charges only for the special services. 

The plans which pay regular charges ask the hospitals to submit a sched- 
ule of their regular charges, and these plans then check the bills of the 
hospital against the schedule. At the time of the survey some of the plans 
paying regular charges would permit increases in these charges only on six 


period. 
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months' notice. One plan which did this would refuse to approve increases 
in a hospital's charges if it deemed the proposed rates out of line with those 
of comparable hospitals. How suecessful these plans have been in maintaining 
this control through the past year or two of mounting hospital charges is not 
known. 

Per diem costs of operation, generally subject to certain maximum and 
minimum limits, are paid by six plans. 

Of the 13 plans paying on some combination of the above bases a few pay 
flat rates which are subsequently adjusted "up" to average regular charges or 
a percent thereof. In the case of three plans this latter adjustment is made 
if and to the extent that the finances of the plan permit. Two plans pay flat 
rates or charges, whichever are the lower, three pay costs or charges which- 
ever are the lower, another pays regular charges in surgical cases and a flat 
rate per diem amount in medical cases. 


ADVANTAGES AND DISADVANTAGES OF THE VARIOUS METHODS OF PAYMENT 


All of the present methods have their advantages and their drawbacks. 
One method may work best at one stage of a plan's development, another method 
at another stage. 3 

The flat rate method of payment was the one generally used by the early 
plans. It has many advantages. It is simple and time conserving both for 
the hospitals and the plan. It has a certain justice: all hospitals are 
paid alike and the more efficiently conducted hospital will be able, with a 
given payment, to provide a superior grade of service. Perhaps this method 
of payment would be more equitable if hospitals were grouped according to 
their facilities or services and appropriate payments made to each group. 

A disadvantage of this method of payment is that in terms of their reg- 
ular billings or charges, some hospitals appear to be "overpaid" and others 
"underpaid". In many plans with this method of payment one finds payments to 
some hospitals running 10 to 15 percent in excess of their regular charges, 
while payments to other hospitals fall short of regular charges to a corres- 
ponding extent. This situation is especially apt to exist in the case of 
state-wide plans with member hospitals ranging from the elaborate city insti- 
tution to the simple rural hospital. 
| tt is difficult for a plan to justify to itself, the public and other 

hospitals, payments to some hospitals in excess of what these hospitals would 

collect from the same patients if they were not members of the plan. (Yet 
such payments may help a struggling hospital to improve its services.) Equal- 
ly, if not more serious, is the apparent "underpayment" of some hospitals. An 
"underpayment" of, say, 10 percent may not be serious for a hospital if only 
10 percent of the hospital's patients are plan members, but when 40 or 50 per- 
cent of the hospital's patients are plan members such an "underpayment" be- 
comes quite serious. | 

It is this situation which was caused more and more plans to shift from 
the uniform rate method of payment to one which takes account of regular 
charges. 

The method of paying hospitals According to their regular charges avoids 
the above problem. It is designed to give hospitals the same income from 
plan patients as they secure from non-plan paying patients, and in this there 


is a certain justice. However, this method of payment also has important 
disadvantages. 
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In the first place the established charges of a hospital are presumably 
determined so as to give the hospital the income it needs, taking account of 
the fact that some collection losses are incurred and that a certain volume 
of free work is performed. However, there are no collection losses for Biue 
Cross patients, and a certain proportion of Blue Cross patients would have 
been charity cases were they not members of the plan. Hence it would seem 
that comeing less than 100 percent of regular charges would represent fair 
payment.*/ 

In the second place a hospital's regular charges may bear no close rela- 
tion to its costs of operationnor to the quality and scope of service’ render~ 
ed. The regular charges of some hospitals rendering an inferior service may 
be higher than those of the better hospitals of the area. ?/ In the case of 
proprietary hospitals, to pay regular charges would appear questionable. In 
a sense payment of regular charges, when these are subject to no control by 
the plan, is a unilateral arrangement -- it is not a rate determined by nego- 
tiation between the two parties ~~ and there is some reason to believe that 
ultimately it may result in the plan going onto a dollar allowance basis in 
self protection. 

Another disadvantage of the regular charge method is that it is cumber- 
some and costly from an administrative standpoint. Each hospital bill must 
be checked over to see that the charges are in accordance with the hospital's 
schedule of charges. It is time consuming to do this accurately. (A hospi- 
tal's schedule of charges, including charges for all the different x-ray and 
laboratory services and drugs, may run to over a dozen pages.) The Cincinnati 
plan has five or six employees who do nothing else but check hospital bills. 
The costs of this process runs into sizable amounts of money, and if the plan 
could save these amounts, it, the subscribers and the hospitals would in the 
end be better off. 


m3 The following comments by Dr. Peter D. Ward are pertinent in this regard. In reporting 


upon a meeting between Trustees of the American Hospital Association, of which he was then 
president, and Blue Cross representatives, he wrote: 

"This is all by way of saying that the trustees were greatly impressed by the comments 
of one of the plan directors regarding the standard of effectiveness which is being generally 
employed by hospitals - the comparison of total receipts from Blue Cross subscriber patients 
against total billings for the care of such patients. The spokesman for the plans pointed 
out what each of the hospital administrators present agreed was the truth, that average per 
diem receipts had been greatly increased by Blue Cross. 

What are the troubles then? They appear to rest first upon the general adoption of the 
idea by hospital administrators that total receipts of anything less than total eee 
represent this much loss to the hospital -- even though this loss over the whole of a lue 
Cross plan's experience may not be more than 7 or 8 percent, and in spite of the great eee. 
which hospitals have achieved through Blue Cross in the encouraged use of higher priced - 
cilities, in the diminishing of free ep hle the lessening of collection losses and the 

me resulting from ue Cross. . 
Bes Meds. tea interests i CEE now require that we judge Blue Cross not oe a 
comparison of total receipts and total billings but upon the comparison of state site 
Blue Cross subscriber patients and the receipts from all other paying tetera inc dime 
those who use pay ward facilities. The accounting practice which Saha pic? ake s Ri ae 
follow -~- that of obtaining board approval month by month to wipe out lue Tee re : 
cannot but serve to embarrass Blue Cross plans and create further misunderstandings. oe s 
of trustees of hospitals should be shown the advantages of the Blue Cross income as well as 


the billing losses." (Hospitals, August, 1946 p. 12) 


3 in paying regular charges found that on the average it was paying 
Be ess sopc4tale hae as by the American College of Surgeons than fe bits 
approved. To correct this it has placed ceilings on the room charge, one Poa d or ig 
pitals approved for residencies and training of internes, a lower ceiling pelea. ate re s 
approved by the American College of Surgeons and a still lower ceiling for other hospitals, 


Perhaps the most important disadvantage of the regular charge method, 
at least when charges are uncontrolled, i.e., where there is no ceiling and 
hospitals are free to change their charges at will, is that the plan does not 
have a fixed per diem cost for hospital care. The plans base their subscrip- 
tion rates which they cannot easily or frequently change on the calculation 
that they willneed to provide so many days of hospital care per thousand sub- 
scribers per year, at a cost of so much per day of care. If they pay their 
hospitals on a regular charge basis and hospitals are free to advance their 
charges at will, the plan may find its calculations upset by an advance inits 
per diem costs of care. This has been especially serious during the past two 
years of rapidly advancing hospital costs and charges. Many plans paying un- 
controlled regular charges have found themselves in financial "hot water”, 
costs exceeding income and reserves dwindling. It has been this situation, 
i. e., the need of stabilizing their hospital costs, which has been partly 
responsible for causing many plans to shift to a dollar room allowance basis. 

Remuneration of hospitals on a cost basis, i. e., per diem costs of op- 
eration plus an allowance for depreciation of plant, would seem to have many 
advantages. Hospital costs of operation are definite and can be ascertained. 
Payment on this basis reduces the element of bargaining which must inevitably 
enter in when hospitals are paid on a flat rate basis. Since costs are the 


-main basis of hospital charges, it would seem desirable to resort directly 


e a 


to this basis. 

There are however several obstacles or drawbacks to payment on a cost 
basis. One is that while the over-all per diem cost can be ascertained, it 
may not be possible accurately to calculate the cost of furnishing semi-pri- 
vate care, or of ward care, as the case may bee. Again use of a cost basis 
would be feasible if the plan provides complete hospital service, but there 
are difficulties when the plan's contract does not cover certain services 
such as x-rays which may enter into the calculation of over-all per diem 
costs. 

In some localities costs would not be acceptable to the hospitals, at 
least at present, because of the factor of charity care. Where hospitals are 
called upon to render large amounts of care to charity patients, and where 
they receive no remuneration for this care from government or from community 
agencies, or where the remuneration provided is less than the cost of furnish-— 
ing the care, then obviously hospitals, in order to finance this free care, 
must charge paying patients more than the cost of the service provided them. 
Until and unless hospitals are paid cost for care provided to the indigent, 
they may not find it feasible to accept remuneration on a cost basis from the 
plans. 

A more fundamental drawback of the cost basis is that it might tend to 
Subsidize inefficiency. If two hospitals in a given locality are providing 
the same quality and scope of service, but one has costs 10 percent higher 
than the other, why should the plan pay one more than the other? Certainly 
under a situation in which all or the vast majority of hospital patients were 
plan patients it would hardly be possible to utilize costs alone as a basis 
of remuneration. Hospitals would then not have strong incentives to keep 
costs down. Almost assuredly it would be necessary to impose a ceiling be- 
yond which costs would not be met. However, the same ceiling for all hospi- 
tals would tend to bring down the level of care in the better hospitals and 
would encourage rural and small town hospitals needlessly to expand the scope 
of their services. Almost certainly different ceilings varying with the size 
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and type of hospitals and the scope of service they were prepared to offer 
would be necesSary. 

Sooner or later it would seem, the factors of quality and efficiency will 
need to be brought into the formula of payment. It would seem that hospitals 
would have to be graded, in one way or another, as to the quality and scope of 
the service they render, andstandards established as to the necessary cost of 
providing care of a given quality and scope.‘ 


PRINCIPLES GOVERNING THE RELATIONSHIP BETWEEN HOSPITALS AND 
BLUE CROSS PLANS ADOPTED BY THE AMERICAN HOSPITAL ASSOCIATION 


In October 1946 the House of Delegates of the American Hospital Associa- 
tion adopted. certain principles governing the relationships between hospitals 
and the Blue Cross plans, which had been formulated by the Council on Admin- 
istrative Practice with representatives of the plans participating. These 
principles, necessarily couched in broad terms, will probably serve as guide 
posts to hospitals and the plans in their dealings with one another for some 
time to come. The salient points of the principles are as follows: 


(a) "Hospitals should not expect to receive rates of payment from Blue 
Cross plans for basic services provided to subscribers in excess of the cost 
of such services, cost to include an allowance for depreciationof buildings 
and equipment and allowances for other contingencies..." nor in excess of "100 
percent of the average gross earnings at established rates for all private 
patients occupying similar accommodations in the hospital." 

(b) The basis and rates of payment should in all cases be negotiated be- 
tween representatives of the plan and representatives of the hospitals, both 
groups having at hand the facts (financial andservice data) necessary for en- 


lightened decisions. 
(c) Both groups, as public service agencies, should bear in mind the 


needs of the other. 


These principles are quoted in full in Appendix F. 


RELATIONSHIP OF PLAN PAYMENTS TO REGULAR CHARGES OF HOSPITALS 


In appraising the adequacy or fairness of the payments made to hospitals , 
it would be useful to know the relationship of these payments (plus the pay- 
ments made directly by subscribers for items of service not covered by the 
plan) to (a) the hospital's costs of operation, (b) the average per diem in- 
come received from all pay and part pay patients and (c) the average per diem 
income which would be received by the hospital in plan cases, if th regular 
charges were paid in full. Data of the first two sorts are not avallaosas 
at any rate have not been obtained from any plan. Data on eas relationship 
of income from plan patients to the regular charges of hospitals have been 
Shteinead from a sample of the plans, and are presented in Table 7. 


OEE co ee 


4) In one city the average per diem charges made to the plan by the hospitals Nome ener 
maternity and children's hospitals) ranged as follows: X-ray Service, $.25 to $.88; labora- 
tory service, $.11 to $.86; drugs and dressings $.24 to $.62; use of operating one cee 
rooms, $.68 to $1.34. One wonders if these charges accurately reflect RAL, an : 803; 
assuming that the hospitals used similar cost accounting procedures, whether the costs re 


flect quality and adequacy of service. 
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TABLE 7 
Percent of Regular Billings of Hospitals Met by Plan and Subscriber Payments 


Data for Certain Plans, 945-6. !/ 


PLAN AND PERIOD PERCENT OF REGULAR BILLINGS MET 


(1946) A LITTLE BELOW ng 
(1946) ABOUT (ABOUT 90 PRIOK TO 1946) 


(31945) -9 


(1946) 4, 
(1946 ) —-'FOR LARGER HOSPITALS: LESS 


FOR SMALLER ONES 
(1945) 74 
(1946) FROM 92 IN JANUARY TO 85 IN DECEMBER 
(1946) ABOUT 
(2946) 
(1946) ABOUT 
(1946) .3 (WELL PAY ADDITIONAL AMOUNTS 
TO BRING THIS TO 96) 
(2ST HALF 2946) : (LESS IN CAST HALE OF; VEAR? 
(2944) 
(1ST HALF 1946) 
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1, The plans represented here are the following: Los Angeles, Colorado, Delaware, Kansas, 
Maryland, Michigan, Minnesota, New Jersey, Rochester, New York City, Philadelphia, Wilkes- 
Barre, Richmond and Roannke. 


2 | Revising schedule so that hospitals will average about 95 percent of billings. 


a, Revising method of payment so as to pay hospitals their costs. 
4; Increased scale of payment in latter part of year. 
5 / 


/ Rate increased in November. - 


In the case of 14 plans, hospital income from plan patients during part 
or all of 1946 (in the case of 2 plans during 1945) ranged from 80 to 97 per- 
cent of hospital billings at their regular charges. In providing this infor- 
mation a number of the plans, including the four which paid less than 90 per- 
cent of charges, indicated that they had recently revised or were in process 
of revising their rates so as to give hospitals a return closer to regular 
charges. 

The situation during 1946 was unusual in that the rapid advance in hos- 


pital costs and charges during this period tended to leave plan payments be- 
hind. 


HOSPITAL GUARANTEE OF BENEFITS 


In most, though not all, Blue Cross plans the member hospitals guarantee 
the provision of benefits to subscribers andthis guarantee forms an important 
part of the relationship between plans and hospitals. This guarantee of bene- 
fits or hospital underwriting of the plan, as it is sometimes called, exists 
by virtue of provisions in the contract between a plan so underwritten and 
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its member hospitals whereby the member hospital agrees to provide the con- 
tractual benefits to subscribers irrespective of the remuneration received 
from the plan. 

Hospitals undertake this obligation towards the plans because of their 
sponsorship of the plans and because such an obligation, at least in the case 
of new plans, is necessary for the protection of the subscribers. The plans, 
as we have seen, start with very little funds. The hospitals' guarantee of 
benefits takes the place of the reserve or capital funds which the plan, en- 
gaging in an activity which partakes of the nature of insurance, would other- 
wise need for the protection of its subscribers. This fact is recognized in 
the enabling acts of 14 States which stipulate that the contracts issued by a 
hospital service plan shall constitute direct obligations of the member hos- 
pitals. 

On a number of occasions hospitals have been called upon to make good 
upon their guarantee of subscriber benefits. Thus the New York City plan was 
helped out of financial difficulties in 1939 when for a few months its member 
hospitals accepted a 25 percent reduction in the rates of payment. Here the 
hospitals did this even, though not bound to do so by the terms of their con- 
tract with the plan. During the same year the Massachusetts plan reduced pay- 
ments to hospitals by 20 percent for a few months. In 1944 the Des Moines 
plan was forced to cut its payments to hospitals by 25 percent for a few 
months. There have been other instances. In all cases the action of the 
hospitals in temporarily accepting a reduction in payment enabled the plan to 
regain its financial feet and gave it time to adjust its rates and benefits 
so as to place itself on a sound basis. In all cases the amounts withheld 
from the hospitals were later repaid in Cuddy 

With this introduction let us see to what extent the plans are contract- 
ually underwritten by their member hospitals. It would appear that a con- 
tractual obligation of hospitals to underwrite a plan involves two elements: 
(a) a definite agreement on the part of the hospitals to provide the contract-— 
ual services to subscribers whether or not the plan pays hospitals at the 
rates scheduled in the hospital contract, and (b) a definite obligation on 
the part of the hospitals to provide such service and to accept reduced pay- 
ments, if necessary, for a period sufficiently long to give the plan time to 
adjust its rates, benefits, or hospital payments, so as to regain a sound op- 
erating basis. For this latter purpose a period of at least six months’ dura~ 
tion would seem to be necessary.°/ 


5 i i i h Wilkes~Barre and Texas) the contract 
In five plans (Des Moines, Minnesota, Oklahoma, ar: 

, Fitk the dental (as of December, 1946). provides for a specified remuneration with addi- 
tional payments if the finances of the plan permits. 


oi Some students of this problem hold that if hospitals agrée to accept reduced payments 
and if the period of notice required for cancellation by the hospital of its Bet gure ner 
the period of notice required for cancellation by the plan of its contract with su fade tah 
there is hospital underwriting. According to this view, hospital spear in oe s : . 
plan can cancel its contract with its subscribers on, say, 15 bet notice as mem 7 os 
pitals can cancel their contract seat | pi al a py tee een A Aes Bape pi 
is vi iod 0 be : , A ag , 
a ere ee tea cad that a plan which was heading for financial difficulties, but 
which still had an excess of assets over liabilities, could conceivably cancel its pipek dehy 
with subscribers on, say, 16 or 80 days! notice, tod Nol Feryrcfould seem that real hospital 
i an liquidation oO ’ sé . 
ihe iy es 5 hee is ay ke aie bdapitele agree to back up the Ave gegen! ee a pile 
sufficiently long so that the plan can revise its subscriber and hospital contracts an 


tinue as a going concern, 
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In the case of the plans included in the field survey the provisions rel- 
ative to hospital underwriting in the plan's. contract with the hospitals fall 
into six main types as follows: 

1. The hospitals definitely agree to accept reduced payments if neces- 
sary. Hospitals can terminate their contract with the plan only on a year's 
notice. Or the hospitals can terminate their agreements on six months! no- 
tice, but agree to provide service to subscribers for the remainder of each 
subscriber's contract year. 

Here there is very definite and real underwriting. of 36 plans, for 
which definite information was obtained, 10 were in this group.// 

2. The hospitals definitely agree to accept reduced payments if neces- 
sary, but they can terminate their agreement on short notice, usually one or 
two months. However, they must provide service to subscribers, as of the ter- 
mination date, during the remainder of each subscriber's contract year. 

These provisions entail hospital underwriting, but to a somewhat less 
degree than exists under 1 above. Hospitals would have to accept reduced pay- 
ments for varying periods for various subscribers depending upon the months 
to run in their contract years. 8, Of the 36 plans, 11 were definitely in 
this category and possibly two others depending on the interpretation of the 


contract. Ly, 
3. Hospitals agree to accept reduced payments, but can terminate their 


agreements on 30 or 60 days' notice. They do not agree to provide service 
after the termination date. 

According to the language of the contract, the value of the underwriting 
obligation’ here undertaken seems relatively small. It will not help a plan 
very much if the hospitals will accept reduced payments for only 30 or 60 
days, because such a period would be insufficient for the plan to revise its 
contracts. Two plans have provisions of this type. 29, 

4. The hospitals do not agree to accept reduced payments. Hospitals 
can terminate the agreement. on short notice but agree to provide service (pre- 
sumably only if paid at the pre-existing rate) on existing contracts during 
the remainder of the contract year of each subscriber. 


It is difficult to determine from the contracts of these plans whether 
the plans are underwritten or not. On the whole the plans do not appear to 
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/ The Delaware, Des Moines, Kansas City, Maryland, Massachusetts, New Orleans, St. Louis, 
Texas, Richmond, and Roanoke plans. The listing of plans under this and subsequent classi- 
fications is on the basis of the provisions of the hospital contract at the time when 
visited. (March, 1944-February, 1945.) The plans have been listed according to our inter- 
pretation of the contracts, which may be at variance with the opinion of the plan personnel 
or what a court of law would hold. 

sag In the case of some plans these underwriting provisions are somewhat out of line with 
the provisions of the subscriber contracts. Thus, 5 of the 10 plans with this type of agree- 
ment can cancel or revise their subscriber contracts on either 15 or 30 days' notice. In 
practice these plans, if they wished to revise their contracts, would cancel all old con- 
tracts at the same time and substitute the revised contract; they would not wait until eaca 
subscriber's contract year expired, which would mean staggering the revision over a year's 
period. It would be better for these plans if their hospitals agreed to accept reduced pay- 
ments for a six months' period for all subscribers. This would not impose a greater obliga- 
tion upon the hospitals, but their effective help to the plan would be greater. 


9 : 
~/ The Kansas, Rhode Island, New Hampshire, Nebraska, Utica, Oregon, Minnesota, Norfolk, 
Savannah, Michigan and Washington, and possibly the*Philadelphia and Cincinnati plans. 


id Huntington and Maine. However, Maine's enabling act definitely requires that sub- 
scriber contracts shall constitute a direct obligation of the hospitals. The new West 
Virginia law (passed in March 1946) -has the same provision. The act which was in effect 
when the Huntington plan was visited did not have this stipulation. 


56 


be underwritten by their hospitals, because if the plan reduces the rate of 
payment it breaks the contract and hospitals would be relieved of any obliga- 
tions towards the plan. Two plans are in this group and two others are 
either in group 2 or this group.!!, 


5- The hospitals do not agree to accept reduced payments. Hospitals 
can terminate the agreement only on Dong notice, 715° ee, 
months or more. 

Such plans do not appear to be underwritten by their hospitals. If the 
plan lowers the rate of payment, it breaks the contract. 
visions of this type. 17, 


6. The hospitals do not agree to accept reduced payments. Hospitals 
can terminate the agreement on short notice, i. e., usually 30 or 60 days. 

Such plans do not appear to be underwritten by their hospitals, for the 
same reasons as under "5." Of 36 plans 7 were in this group.!3/ 


It will thus be seen that of 36 surveyed plans for which definite in- 
formation on this point was obtained, 23 plans appear to be definitely and 
firmly underwritten by their member hospitals. An additional plan is under- 
written to some extent, and inoneinstance it is difficult to decide whether 
or not there is hospital underwriting. The 11 remaining plans do not appear 
according to the terms of their contracts to be underwritten by their member 
hospitals. 

Assuming that the surveyed plans can be accepted as representative of 
all of the plans, it would appear that slightly more than two-thirds of all 
of the plans are contractually underwritten by their member hospitals, while 
a little less than one-third of the plans are not so underwritten. However, 
it should be added that it is thewriter's impression that in the case of most 
of the plans in which hospitals do not guarantee subscriber benefits the hos~ 
pitals would come to therescue of the plan if it got into financial difficul- 
ties. (This backing, however, might depend upon whether the hospitals thought 
the plans well managed and upon the extent of aid required.) In other words 
the hospitals of these plans feel a certain moral obligation toward the plan 
which would in all probability lead them to back up the plan. The self- 
interest of hospitals would also impel in the same direction since hospitals 
could hardly afford to permit the collapse of a plan which had become valuable 
to them. 


on notice of ‘Sfx 


Two plans have pro- 


SOME OBSERVATIONS RELATIVE TO HOSPITAL UNDERWRITING 


It is obvious that guarantee of subscriber benefits by the hospitals is 
enormously valuable to a new plan. In fact, unless the plan starts with sub= 
stantial initial funds, it is essential. Otherwise the plan operates upon a 
"shoe string" and subscribers have no real protection. The enabling acts of 
the various States uniformly relieve hospital service plans of complying with 
the requirements as regards capital or reserves which are imposed upon insur- 
ance companies. It would seem that the plans could safely be relieved of 
these requirements only if they are underwritten by the hospitals. 


11 Ch : The Cincinnati and Philadelphia plans are either in group 
apel Hill and New Jersey. e (1 : 

Foe this group. However, inasmuch as the Qhio law stipulates that hospitals must assume 

responsibility for the provision of benefits to subscribers, it would seem that the Cin- 

Cinnati plan can be regarded as definitely underwritten by its member hospitals. 


ol Rochester and Wilkes-Barre. 
13; Sacramento, Colorado, Durham, Los Angeles, New York City, Oakland, and Rockford. 
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In the case of a mature plan which has accumulated substantial reserves 
it is not necessary for the protection of subscriber benefits. However, such 
guarantee is advantageous in many Ways. It enables the plan safely to operate 
with smaller reserves than would otherwise be necessary and thus currently to 
provide more generous benefits to subscribers. It is an added protection to 
the subscribers. It ties the hospitals and the plan together and gives the 
hospitals a direct interest in the plan and its welfare. It is evidence to 
the public of the real backing and cooperation of the participating hospitals. 


In this connection, however, it should be recognized that as a plan ma- 
tures and develops a substantial reserve the underwriting burden is shared be- 
tween the public, which has contributed the plan's reserve, and the hospitals. 
Further as a plan enrolls a larger and larger proportion of the population of 
its area, the ability of hospitals to make good on any guarantee of subscriber 
benefits becomes qualified. When only, say, 5 percent of the population of 
the area is enrolled it is entirely possible for the hospitals to accept a 
reduction of payments of, say, 25 percent for six months or a year. But if 
60 or 75 percent of the population were enrolled, it would be difficult if not 
impossible for the hospitals to accept such a reduction for even a short per- 
iod of time. Under these conditions it would seem that more and more of the 
underwriting burden must be assumed by the subscribing public, i. e., through 
the plan having an adequate reserve.!4, 

In recent years hospital underwriting has received less emphasis in the 
thinking of the leaders of the movement. In part this is due to the fact that 
most of the plans have developed substantial reserves and that these plans 
tend to look for their security to their reserves rather than to the hospi-. 
tals. In other words most plans are run so as to avoid recourse to the need 
for hospitals to make good on their guarantee. The hospitals of some areas 
have indicated a desire to be free from the underwriting obligation and in at 
least one case (Washington, D. C.) the underwriting provision has been removed 
from a plan's contract with its hospitals. 


The guarantee of benefits by a plan's member hospitals carries important 
implications as regards the nature of the plan and its control. A plan which: 
looks entirely to its member hospitals for its security, which has noreserves 
of its. own, tends to be an agent of its member hospitals. It becomes inde- 
pendent, so to speak, only as it achieves some measure of financial independ- 
ence. Obviously hospitals have much stronger claim to dominant control of a 
plan when they guarantee the plan's benefits than when they do not. 


| As an indication of the thinking of some leaders in this field may be cited the follow- 
ing remarks by Dr. Ward (see footnote 2 this chapter): 


"The second general problem for all hospitals, as well as plans, is the varying degree 
of financial responsibility of Blue Cross plans across the country and a lessening confidence 
which develops when hospitals cancel contracts. It was apparent to me on the basis of this 
discussion that full confidence in Blue Cross nationally by all hospitals will never be 
achieved until every Blue Cross plan is as interested in the standing of every other plan as 

in its own. This probably means that the plans will have to develop a reinsurance fund 
administered by themselves. 

"Under such a proposal, as it has been roughly sketched out, each Blue Cross plan would 
pledge certain assets into a general fund which could be drawn upon in the case of financial 
failure by any Blue Cross plan. 

"The service contract of hospitals, important as it was at the beginning of Blue Cross, 
and still may be as evidence of the good faith of participating hospitals, can no longer be 
regarded as sufficient guaranty to either public or hospitals. In some areas Blue Cross now 
accounts for about 50 percent of entire hospital income. The risk of failure is too great 
to be borne with any degree of assurance. A possible debt greater than the debtor can bear 
is not a sound basis for extending credit nor a keystone to be used in the development of a 
voluntary health insurance system." (Hospitals, August 1946, p. 12.) 
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CHAPTER 6 


ENROLLMENT POLICIES AND PROCEDURES 


The enrollment methods of Blue Cross plans are designed to secure the 
largest possible enrollment at the least possible expense and to assure actu- 
arial soundness. The last consideration dictates that either enrollment 
should be through groups, with a sufficient percentage of the members of each 
kroup joining so as to assure that those enrolled will comprise a fair selec- 
tion of risks, or that enrollment of persons on an individual basis should be 
conducted under methods which will avoid adverse selection of risks. 


GROUP ENROLLMENT 


The main method of enrollment is through groups of employed persons at 
their place of employment. To guard against adverse selection of risks mini- 
mums are set as to the size of groups which will be accepted and the percent-— 
age of the members of the group who must enroll. Some plans accept groups of 
two or three persons; many of the plans do not ordinarily accept groups of 
less than five persons; a few accept only groups of 10 or more. The general 
trend is for the plans to accept smaller and smaller groups. 

The minimum percentage of the members of a group who must enroll if the 
group is to be accepted varies with the size of the groupe. Commonly the 
plans require one hundred percent enrollment in groups of 10 or less, ninety 
to fifty percent among groups of 10 to twenty-five, the percentage decreasing 
progressively as the size of the group increases, and forty or fifty percent 
among groups of twenty-five or more. 

The first step in enrollment of an employed group is to persuade the 
employer to make the plan available to his employees. By making the plan 
available to his employees is meant that the employer provides an opportunity 
for explanation of the plan to employees and agrees to set up an arrangement 
for collection of the subscription charges. 

The next step is to explain the plan to the employees. This is done 
partly through the distribution of literature. However, some mode of oral 
presentation, either in group meetings or individually, is eet ee essen- 
tial. Group meetings involve a stoppage of work for the time being and are 
sometimes difficult to arrange in noisy factories. They have the disadvantage 
that oftentimes individuals are reluctant to ask more or less personal hae 
tions before a group. A method used by many of the plans is that of individ- 
ual solicitation. On the day or days of the enrollment campaign, enrollment 
representatives are stationed throughout the plant and interview each Cup loge 
individually. With good endorsement of the plan by the employer, the union, 
or both and proper presentation to the employees 4 75 percent or higher 
n Ne n , 

we ea cheny in the extent to which they let the employer assume 
responsibility for the enrollment effort. A few ask the employer to assume 
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the major burden of presentation and achieve good results. Others prefer to 
conduct their own solicitation campaign among the employees. 

Often unions play a decisive role in the enrollment of a group. The 
employees through their union may request the employer to make the plan avail- 
to them. Frequently, then, the union will sponsor presentation of the plan 
to the individual employees. ; 

After a group is enrolled, arrangements must be made for subsequent en- 
rollment of new employees and of those who had not joined previously. In the 
case of small groups the opportunity of enrollment is made available to new 
and old employees through group re-openings, customarily held once or twice a 
year. On such re-openings, very much the same procedures are gone through as 
in the original solicitation. 

In the case of large firms, the plans customarily have different proce- 
dures for enrollment of new employees and of old employees who had previously 
not joined. Usually new employees will be given the opportunity of enrolling 
when they are first employed, their applications to become effective immedi- 
ately or in a month or two. (The reason for holding such applications for a 
month or more before making them effective is to avoid the expense of enroll- 
ing "floaters", and to avoid any adverse selection due to persons taking em- 
ployment with a concern for a short period solely to obtain hospital protec- 
tion; this last may be important when a plan waives its customary restrict-— 
ions on care for maternity and preexisting conditions.) Old employees who 
have not previously joined are given the opportunity of enrolling at group 
re-openings held semi-annually or annually. The reason for not permitting 
employees, who had previously not joined, to enroll whenever they desire is 
to avoid acceptance of a disproportionate number of persons who have an im- 
mediate need for hospital care. 

The technique of group enrollment can be used for many types of groups 
other than those composed of employees working for a common employer. Many 
plans have enrolled physicians, dentists, nurses, lawyers, school teachers, 
and similar groups through their professional associations. Such persons are 
enrolled on a group basis but usually pay the subscription charges directly 
to the plan on an annual, semi-annual or quarterly basis. A number of plans 
have enrolled independent grocers, lumber dealers, and other retail and whole- 
sale dealers through their associations on the same basis. Some plans have 
enrolled building trade workers, taxicab drivers andsimilar groups of workers' 
who do not work regularly for any single employer, through their unions. The 
workers pay the subscription charges along with their union dues or directly 
to the plan. As will be related in more detail later, members of local Farm 
Bureau, Grange, and Farmers' Union groups and of farm cooperatives have been 
enrolled on the same basis, the enrolled members either paying directly or 
through the organization. 

All plans permit persons leaving the group through which they enrolled 
to continue membership by paying the plan directly. 


PAYMENT OF SUBSCRIPTION CHARGES 


Subscription charges are paid through three methods: payroll deduction, 
a group treasurer arrangement, or direct payment. 

Payroll deduction is the usual method for employed groups. Here the em- 
ployer deducts the subscription charges from the pay due the employee and re- 
mits the total to the plan. The plan facilitates this by sending the employ- 
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er each month a list of the enrolled members with the amounts due from each. 
The advantages of payroll deduction for the plan are that the burden of col- 
lecting the subscription charges is assumed by the employer, the collection 
of charges will in general be performed accurately and promptly, the chances 
of members not paying through forgetfulness or temporary absence are removed, 
and the continuation of membership is more or less automatic. In other words, 
having once given the authorization for the deduction, the employee does not 
have to make a positive decision each month as to whether he shall continue 
his membership. He is thus more likely to continue. 

The group treasurer system can be used both for employed and other types 
of groups. Under this system the employer or the members of the group selects 
one individual to be responsible for collecting the monthly subscription 
charges and forwarding them to the plan. In the case of an employed group, 
the group treasurer makes the collections on company time, but this is usual- 
ly the extent of conpany responsibility for the arrangement. The group treas- 
urer receives no compensation from the plan and performs his duties simply as 
a service to the other members of the group. 

As compared with payroll deduction the group treasurer system has several 
disadvantages. The group treasurer may leave the company or the group and 
another individual must be found to take his place. Individuals forget to 
pay the group treasurer, or they do not have the money or are absent at the 
time the charges are due. The member must dig down intohis pocket each time, 
and this raises in his mind the question of @hether the protection is worth- 
while and should be continued. 7 : 

Because of the great advantages of payroll deduction, many plans have 
adopted the fixed policy of not accepting an employed group unless the employ- 
er will agree to payroll deduction, if it is legally possible. Federal agen- 
cies are prohibited from making deductions from the pay of Federal employees, 
and some State and local govermments have similar prohibitions. 

Under direct payment, the subscriber pays the plan directly, either by 
mail or over the counter, usually on a quarterly, semi-annual or annual basis. 
In most plans the main classification of members paying directly are the so- 
called group conversion subscribers -- those who originally enrolled with an 
employed group but have left this place of employment. Persons enrolled 
through groups other than employed groups, members of very small employed 
groups, and persons enrolled on an individual hasis usually pay the plan di- 
rectly. | 

In order to encourage all direct payment subscribers to transfer to 
yroups when they can, a good many of the plans have slightly higher rates for 
these subscribers. 


INDIVIDUAL AND COMMUNITY ENROLLMENT 


Within the last few years the Blue Cross plans have given increasing at- 
tention to enrollment of individuals other than through groups at the place 
of employment. The plans recognize that their social purposes and public re- 
lations require that the opportunity of enrollment should be available to all 
members of the population. | 

In 1937 and 1938 a number of plans made enrollment available to individ- 
uals. Applications were accepted by mail or over the counter, and these per- 
sons were issued the same contract as group subscribers. The results were 
unhappy. A disproportionate number of persons enrolled who knew they needed 
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hospitalization or who were planning to have a baby. In the case of the New 
York City plan which accepted substantial numbers of such subscribers, the 
rate of hospital utilization among these subscribers was so great as to jeop- 
ardize the plan's financial position, and approximately 100,000 of these sub- 
scribers had to be cancelled out. !/ These experiences demonstrated that en- 
rollment of individuals was dangerous unless conducted under methods which 
would avoid adverse selection of risks. 

At the present time most of the plans have arrangements through which 
individuals can join at one time or another on a non-group basis. Some do 
this through so-called permanent direct enrollment programs wherein individ- 
uals are accepted at any time; others conduct community enrollment campaigns 
wherein enrollment is thrown open to individuals for a limited period of time. 
Some plans have both types of enrollment programs. 

At the time of the survey about a quarter of tne surveyed plans had per- 
manent direct enrollment programs. The number of plans with such programs 
has been constantly increasing. Most of the plans with this type of enroll- 
ment require the applicant to fill out @ detailed health history statement. 
These applications are then carefully screened and applications from persons 
whose health history indicates that they may be poor risks are rejected. A 
few of these plans accept applicants only after a physical examination. 

Most of the plans accepting individuals on this basis charge a higher 
rate to them than to group enrollees; all exclude preexisting conditions from 
the coverage offered these substribers; about half exclude maternity care; 
and several provide a contract which is restricted in other respects as com 
pared with that offered group subscribers. Almost all of the, plans accepting 
individuals on this basis refuse persons over 65 years of age. 

Few of the plans accepting individuals on this basis have enrolled any 
large number of them. The need of guarding against adverse selection compels 
restrictions and procedures which are costly and not susceptible to use on a 
mass basis. 

. Mass enrollment of individuals through community enrollment offers larg- 

‘er possibilities of reaching people who cannot be reached through group en- 
rollment. This type of enroliment was first undertaken by the Minnesota plan 
in.1938 and 1939. At the present time a large majority of all of the plans 
are doing some community enrollment, and other plans are fast adopting the 
idea. 

In community enrollment an enrollment drive lasting anywhere from a week 
to a month is put on in a particular community. During this campaign enroll- 
ment is offered to those who work in groups on a group basis and to individ- 
uals on an individual basis. All possible use is made of publicity, commun- 
ity civic groups, and civic spirit. At the end of the drive enrollment on an 
individual basis is closed until the next campaign which may be held six 
months or a year later. 

While the techniques of these community enrollment drives vary from plan 
to plan and with the size of the community, the essential principle is the 
Same. An intensive effort of limited duration is made to inform the whole 
community about Blue Cross. Success is obtained by using some of the tech- 


1 : 
/ For a period the plan accepted so-called self-formed groups, i. e., a person who wanted to join 


would get a specified number of others to agree to join and all would be acce i 
pted as a grou It is 
understood that a good part of the plan's difficulties came from this type of sata tinea: = 
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niques of a "Community Chest Drive". The first requisite of success is full 
and enthusiastic support by the hospital or hospitals and the medical profes- 
sion. The next is ample publicity obtained through all possible devices, in- 
cluding paid advertising. The third is some central place where individuals 
may enroll and the utilization of teams of enrollment representatives to call 
on employers. 

In small communities some of the plans get a local organization -- the 
women's club, the Red Cross, etc. ~~ to sponsor and carry on the drive. This 
organization appoints a committee to head the effort. The town may be split 
into sections and a leader in each section canvasses the families and enrolls 
them. The key to successful community enrollment is presentation of the plan 
/ as a community service and utilization of all community sponsorship and aid. 
Plans report that in well-organized community enrollments in small places, 
fifty percent or more of the population is frequently enrolled. 

An average selection of risks tends to be assured under community enroll- 
ment because of the limited period during which individual enrollment is per- 
mitted. In other words, people join at the time set by the plan and not when 
they learn of some condition requiring hospital care. In small communities 
where intensive drives are undertaken sound selection of risks is also 
assured because as high a proportion of the whole community enrolls as would 
be considered necessary in the case of an employed group. Indeed some plans 
will not undertake a community enrollment except with the understanding that 
their usual group requirements will be met, i. e., unless 40 or 50 percent of 
the eligible residents sign up. 

A great many of the plans are conducting variations of community enroll- 
ment drives in large cities. The Rhode Island plan has conducted several 
state-wide campaigns, making extensive use of paid advertising. The New York 
City plan on several occasions during the last three years has appointed two 
or three week periods during which individuals could enroll without the neces- 
sity of filling out a health history statement. Paid newspaper advertising 


- was used to announce this opportunity. Many other plans have done or are do- 


' ing likewise. The plans are finding that such campaigns give marked stimulus 
to group enrollment, and that often far more people are enrolled in groups 
during the period than are enrolled as individuals. 

It would appear that through the device of community enrollment, or, if 
one prefers, of individual enrollment limited to specific periods of time, 
the plans have found a way of cheaply and soundly making their services avail- 
able to individuals not eligible for group enrollment. 


RURAL ENROLLMENT 


Within the last few years the plans have given increasing attention to 
rural enrollment. According to 4 recent survey of the Blue Cross Commission 
well over half of the plans are now making some efforts to enroll farm and 
rural people. 

The method of rural enrollment used most generally, or at any rate that 
which has resulted thus far in the greatest number of subscribers, is community 
enrollment. The method next most generally used is that of enrollment through 
organizations such as the Farm Bureau, Grange, Farmers Union, farm coopera- 
tives, etc. These organizations facilitate enrollment of their members, and 
the enrolled members pay the subscription costs either directly or through’ 
the organization. State Farm Bureau Federations in Texas, Minnesota, Missouri, 
Nebraska and other States have assigned special workers to promote enrollment 
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of their members in the plans. In a number of States the plans have enrolled 
farm families who are borrowers from the Farmers Home Administration (former- 
ly Farm Security Administration) through cooperative arrangements with the 
latter. The FHA enrolls as a group its client families who wish to partici- 
pate and pays the subscription charges on ‘their behalf. The families repay 
these costs along with other loans. 

Fnrollment through the above organizations is necessarily limited to the 
members of these organizations. The Colorado and Des Moines (Iowa) plans, 
particularly the latter, have launched a program of developing county rural 
health associations to make enrollment available to all farm families. The 
purpose of these associations, which are usually organized with the coopera- 
tion of local farm groups, is to promote general health activities and to en- 
roll their members as a group in the plan. The members pay annual dues of, 
say, $1.00 an adult person and these go to pay the expenses of the associa- 
tion and to provide some remuneration to a secretary-treasurer. The organi- 
gation sets up procedures for enrollment of farm families and for collection 
of the subscription charges. In Iowa 52 county "Health Improvement Associa- 
tions" have been organized in rural counties, during the last two years. 
Through these associations over 50,000 rural Iowans have thus far (April 1946) 
been enrolled. 

In reporting on rural enrollment to the Blue Cross Commission as of July 
1946 some 53 plans in the United States estimated that they had enrolled 
1,480,000 rural persons .2/ Of these, 17 plans reported that members of their 
rural enrollment groups numbered over 10 percent of the rural population of 
their areas. While these estimates are of necessity rather rough and while 
some of the figures may be exaggerated, nevertheless they indicate that in 
certain areas serious efforts at rural enrollment are being made and that 
promising enrollment techniques have been developed. 


AGE RESTRICTIONS 


Age restrictions are an enrollment policy which may appropriately be com- 
mented on here. Of the 81 plans in the United States (data as of December 1, 
1946) 52 have no basic age limit for group enrollment, although some of these 
apply an age restriction for special types of members, as for example sponsor- 
ed dependents and for community enrollment.?; The remaining 29 plans apply 


an age limit for original group enrollment -- 65 years of age in the case of 
26 plans, 66 years in 2 plans and 70 years: in one plan. Four plans do not 
permit membership to be continued beyond an age limit -- 65 inallfour cases. 


As indicated previously, almost all (34 out of 40 U. S. plans for which data 
are available) apply an age limit for non-group enrollment, usually 65 years. 

The purpose of these age restrictions is to guard against adverse selec- 
tion of risks; persons 65 and over have a hospital utilization rate approxi- 
mately double that for persons of all ages. 


/ Special Study No. 84; Survey on Blue Cross Rural Enrollment. 


/ Data from Blue Cross Commissioa, Adult Age Limits Applied by Blue Cross Plans, Special Study 
Ho. 85, December 1, 1946. | 
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COMPETITION WITH INSURANCE COMPANIES 


There is keen competition between the Blue Cross plans and insurance 
tompanies. Appendix K describes the policies offered by these companies and 
their methods of operation. Thus far the Blue Cross plans appear to be in 
the lead in this competition in that they have by far the larger total en- 
roliment and are growing more rapidly. 

The competition between the Blue Cross plans and insurance companies do- 
ing a group business is especially keen inthe case of large national concerns, 
concerns with plants or offices in different localities and states. Insurance 
companies have an advantage in the case of these concerns which does not ex- 
ist in the case of local concerns in that the insurance company can provide 
the concern with a single policy which at a uniform rate gives uniform dollar 
benefits to all employees wherever they may be located. The need of meeting 
this competition is driving the Blue Cross plans toward closer coordination, 
as will be brought out later. 


EMPLOYER PARTICIPATION 


Since 1943 employer participation in paying part or all of the subscrip- 
tion costs has become an important factor in enrollment. 

It has always been more or less customary for employers to pay part of 
the cost of group life and disability insurance for their employees. Employ- 
er participation in paying the cost of hospital and medical protection is 
simply a projection of the same development in these other fields and pro- 
ceeds, in general, from the same motives. In other words, employers find 
that this protection is beneficial to the employees and they find it worth- 
while to encourage it or make it possible by paying part of the cost. 

Employer participation in paying the cost of hospital and medical pro- 
tection, as with other forms of group insurance, was stimulated during the 
war by excess profits taxation and by the freezing of wage rates. By paying 
part or all of the cost of group insurance employers could give a small wage 
increase to their employees at very little net cost to themselves. While 
these factors have now disappeared, the plans report no diminution in the ex- 
tent of employer participation, on the contrary a steady growth. 

A recent study by the Blue Cross Commission of the extent of employer 
participation found that as of December 1946, employers were paying part or 
all of the subscription costs for 1,530,000 persons in this country, 7.3 per- 
cent of the total membership.4/; Since enrollment in employed groups probably 
does not constitute more than 80 percent of the total enrollment, on the 
average, it may be calculated that employers were contributing to the costs 
of membership for about nine percent of their employees and the latter's 
dependents. 

The proportion of the total membership paid for, in whole or in part, by 
employers varied from zero inone plan to 72 percent in the case of the Kings~ 
port (Tenn.) plan, (82 percent in the case of the British Columbia plan). The 
proportion of contributory to total enrollment was highest in the New England 
and Pacific Coast States and was considerably higher (12 percent) in Canada. 
than in this country. The percent of contributory membership was greatest 
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(15.1 percent) among plans with 50,000 to 100,000 members, and least (5.6 per- 
cent) among the largest plans, those with 500,000 or more members. There 
seemed to be little correlation between percent of area population enrolled 
and percent of contributory membership. Some of the plans with the highest 
percentage of the area population enrolled reported very few contributory 
members. 

Of the 11,782 firms reported as meeting part of the cost of membership 
83.2 percent paid at least the full cost of membership for the employee; 37.9 
percent paid the full cost for both the employee and family members, and an 
additional 9.9 percent made a partial payment toward the cost of membership 
for the family. 

Special data are available for the Rhode Island plan which, after the 
Kingsport, Tenn. plan, leads in extent of employer participation. As of 
December 31, 1946 this plan had 446,128 subscribers of whom 319,600 were en- 
rolled on a group basis through the place of employment. This plan has a 
"comprehensive" contract which it makes available to groups of over 25 em- 
ployees where at least 90 percent of the employees enroll. This contract is 
rarely sold without employer contributions. Of the total group enrollment 
60 percent were covered under the "comprehensive" contract, from which it may 
be assumed that employers were paying for almost this proportion of the total 
enrollment in employed groups. The plan estimates: that employers were con- 
tributing 71 percent of the total annual income from the "comprehensive" 
groups and 38 percent of the total income from all groups. The plan's direc- 
tor believes that the high extent of employer participation is due largely 
to the plan's comprehensive contract which, since it offers greater benefits 
at lower cost than the standard contract, provides an inducement to employers 
to enter into the program. 

Employer participation is important to the plans not only because it in- 
creases membership by making the plan available to persons who could other- 
wise not afford to join but because it improves selection: with employer par- 
ticipation virtually 100 percent participation is obtained. Employer partici- 
pation is especially important in the sale of medical plan coverage. Many 
plans report that whereas there is little sales resistance at present to hos- 
pital service protection, there is appreciable sales resistance (this may 
lessen with greater familiarity) to the combined hospital and medical cover- 
age at double the cost- Some plans report that they make little effort to 
sell the combined coverage without employer participation. (On the other hand, 
other plans report ready sale of the combined coverage without this aid.) In 
any case it may be assumed that a survey of employer participation inthe case 
of medical plans would show a far greater extent of such participation. 


BLUE CROSS PROTECTION ESTABLISHED THROUGH 
COLLECTIVE BARGAINING AGREEMENTS 


In a great many instances, as has been previously indicated, the employ- 
ees of a concern through their union have requested or demanded that the 
employer make Blue Cross protection available to them. Since 1943 unions 
have manifested increasing interest in arriving at agreements with their 
employers whereby hospital protection or other health benefits will be made 
available to their members, with the employer paying part or all of the cost. 
According to a recent study approximately 1,259,000 workers were employed 
early in 1947 under such agreements, this being double the number covered two 
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years earlier .5, Probably not more than 40 percent or half of these workers 
are covered under agreements providing for hospital protection. 

Some of these agreements apply to a single concern, others cover an 
entire industry. In most cases the program is financed entirely by the em- 
ployer who frequently pays a definite percentage of his payroll, usually two 
or three percent. 

Under some of these plans the employer agrees to make certain benefits 
available, and in the case of hospital protection, such protection is made 
available by the employer through Blue Cross or a commercial company. Under 
other agreements the employer's contribution goes into a fund which is 
administered either jointly or by the union alone, and this fund pays the 
cost of group insurance, including hospital protection, for the members of 
the union. Hospital protection may be provided either through Blue Cross or 
a commercial company or through a plan especially set up by the fund or the 
union. 

The specification of Blue Cross protection under employer-union agree- 
ments has made special headway in the New York City area. Between September, 
1944 and September, 1945, benefits of the Associated HoSpital Service of 
New York were specified in more than 340 collective bargaining agreements of 
31 AFL and CIO national and local unions. These agreements, it is reported, 
cover more than 175 ,000 employees and dependents. In 75 percent of the con- 
tracts the employer pays the entire cost. 

The development of union health and welfare programs may well have an 
important effect upon the future growth of Blue Cross plans. Both the 
American Federation of Labor and the Congress of Industrial Organizations 
have urged their constituent organizations to secure the establishment of 
such programs under collective bargaining agreements. 


ADVERTISING 


The introduction and development of a Blue Cross plan in a community is, 
in a very real sense, a program of public education. One way of informing or 
educating the public about a plan is through advertising. 

Up until a few years ago the plans did not make use of paid advertising. 
It was thought that such advertising might be considered inconsistent with 
their non-profit, civic-service character, and that it might result in the 
loss of certain free types of publicity which the plans enjoyed. 

Since 1942 or 1943 some of the plans have begun to make use of advertis- 
ing. In the beginning this was mainly for the announcement of new bene- 
fits -- it is far cheaper to announce such benefits through advertising than 
through direct mail. Later some plans began to use advertising in connection 
with community enrollment campaigns or to announce the acceptance of individ- 
ual enrollees for a limited period. The experience of these plans with 
advertising was such as to encourage its further use. 

Since 1945 the Massachusetts plan has made extensive and continuous use 
of advertising. The plan attributes its rapid growth ~- except for Rhode 
Island it leads all other state-wide plans in percent of population en- 
rolled -~= to the extensive use of advertising and has been exhorting the 
other plans to follow its example. 


5, Health Benefit Programs Bstablished Through Collective Bargaining, by Florence Peterson, Bverett 
Kassalow, and Jean Nelson, Monthly Labor Review, August 1945, p. 191. Also Collective Bargaining 
Developments in Health and Welfare Plans, Monthly Labor Review, February 1947, p. 191. 
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ENROLLMENT OF NATIONAL CONCERNS 


Special problems arise in the enrollment of employees of national con- 
cerns, i. e-, concerns having plants or establishments in the areas of two or 
more plans. The individual plans are often unable to deal with these prob- 
lems or to spend the time and energy necessary to enroll a concern only a 
part of whose employees will become members of the local plan. To aid in 
enrollment of these concerns the plans have established a National Enrollment 
office under the Blue Cross Commission. 

The diversity of benefits and subscription rates of the plans have been 
handicapping factors in the enrollment of national concerns. A much more 
serious problem in the enrollment of national concerns has been the differ- 
ences in enrollment regulations of the plans. There has been the greatest 
diversity with respect to such matters as minimum size of groups which would 
be accepted, minimum percentage of members of the group required, time when 
new contracts become effective, procedures for group re-openings and enroll- 
ment of new employees, etc. (A national concern which wishes to have all of 
its employees covered and finds that, say, its three branch office employees 
in a certain city cannot be enrolled because the plan of that area does not 
accept groups of less than five is naturally. dissatisfied. ) At the March 
1946 conference the plans voted to adopt a set of uniform enrollment regula- 
tions and procedures for all national concerns. As of March 1947 the vast 
majority of the plans had adopted these regulations and procedures. 

Another problem in the- handling of national accounts arises in the case 
of those national concerns which pay all employees, wherever they may be 
located, through the headquarters office and who want a single consolidated 
billing on behalf of all the plans in which their employees may be enrolled. 
At the October 1946 conference the plans voted to cooperate in arrangements 
to provide such concerns with a consolidated billing. It was also voted to 
establish a consolidated billing office in conjunction with the national 
enrollment office to handle or expedite such arrangements. 

A concrete example may help to make clear what is here involved. An 
eastern railroad has recently taken Blue Cross protection. This railroad has 
employees in the areas of more than 20 plans. All of its employees are paid 
from the headquarters office and it wants a consolidated billing. To develop 
a consolidated billing on behalf of 20 plans would be too complicated. The 
arrangement developed is that all of the employées will be enrolled in six 
principal plans, and these will cooperate in developing a consolidated bill- 
ing which will be handled by the plan serving the headquarters office of the 
railroad. The other 14 plans have agreed to provide service benefits under 
the inter-plan service benefits agreements to the employees hospitalized in 
their area. In other words, under the arrangement all employees will receive 
service benefits when hospitalized in the areas of any of the 20 plans. 


TRANSFER OF MEMBERS BETWEEN PLANS 


Members of a plan, when they move to another area having a plan, usually 
desire to transfer their membership to this plan in order to have the con- 
venience of payroll deduction and so that, if hospitalized in their new home 
community, they may receive service benefits. Such persons also desire that 
the new plan should recognize any period of membership in the old plan in ful- 
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fillment of waiting periods under the new plan. In order to meet these prob- 
lems the Commission has stimulated the development among the plans of trans- 
fer agreements. At the present time, practically all the plans (there may be 
two or three exceptions) will unconditionally accept persons transferring 
from another plan, and will recognize the previous continuous enrollment 


period in another plan or plans as the basis for meeting their own waiting 
period requirements. 


A NOTE ON THE RELATIONSHIP BETWEEN ENROLLMENT AND INCOME STATUS 


The question of what income groups are enrolled by the plans, i. e., to 
what extent the plans enroll a cross section of the population or whether en- 
rollment is concentrated among the high or middle income groups, is of great 
importance. Very little definitive data was obtained on this point in the 
Survey. The plans do not have data on the income or occupation of their sub- 
scribers. . 

The Baltimore plan has made an analysis of the areas in which its mem— 
bers reside according to census districts, and has calculated the percentage 
of the total population of each area which has been enrolled. This informa 
tion is shown on the accompanying map. By comparison with the map showing 
the median rent paid in each district, it is apparent that the percentage of 
enrollment varies with economic status -- as economic status goes up so does 
the percentage of the population enrolled. 


2 


Various surveys or studies indicate, as one would expect, that the plans 
tend to enroll proportionately more of the better than of the less well off 
income groups. Thus a survey in Rochester, Ne Y. in 1940 showed the follow- 
ing distribution by income of those with and without hospital insurance :°/ 


INCOME GROUP | ESTIMATED DISTRIBUTION OF THOSE 


WITH WITHOUT 
INSURANCE INSURANCE 


DISTRIBUTION OF 
ALL FAMILIES AND 
SINGLE PERSONS 


OVER $5,000 
$2,200-4,999 
$1, 300-2,199 
$800 T0 $1,299 
UNDER $800 
TOTAL 


At the time of this survey the Rochester plan had probably enrolled about 
40 percent of the population of the city. At the present time the plan has 
enrolled approximately 75 percent of the population of the city proper. It 
is evident therefore that in the years since the survey the plan must have 
extended its enrollment considerably among the lower income groups. 


6, Smillie, Wilson, G., M. D., A Survey of the Facilities for Care of the Sick of Rochester, N. Ya, 
Rochester Community Chest, 1941, p- 110. 
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.. A canvass made in Michigan in 1944 found that the proportion among the 
different occupational groups who belonged to a hospital or medical prepay- 


ment plan was as follows:!s 
PERCENT 
(EXECUTIVES, PROFESSIONAL MEN, U9 
SUCCESSFUL MERCHANTS, ETC.) 


(WHITE COLLAR AND SKILLED MANUAL WORKERS, 


ABOVE AVERAGE FARMERS AND SMALL BUSINESS 
PROPRIETORS, ETC.) 


(MANUAL LABORERS, STORE CLERKS, SMALL 
FARMERS, ETC.) 


(UNSKILLED MANUAL LABORERS, THE SMALLEST 
FARMERS, CASUAL WORKERS) 


7 


‘/ Public Relations of the Medical Profession, State of Michigan. Prepared for the Michigan Health 
Council by the General Research Bureau of Foote, Cone and Belding, Chicago, I11l., 1944. 
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[_] +50 AND OVER WN $25.00-29.99 
[[[[]]] *3800-49.99 YY $20.00- 24.99 


1 $30.00-3499 Ee $15.00 -19.99 


aa UNDER $15.00 
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Various other surveys also show that the plans have enrolled propor tion- 
ately more of the upper than of the lower income groups. 8, The fact that, 
as shown in Table 5 (Chapter 3), the plans have enrolled higher percentages 
of the population in the more prosperous than in the less prosperous States 
also confirms this general showing. 

That the plans have enrolled proportionately more of the upper than of 
the lower income groups is not equivalent to saying that the plans have their 
enrollment mainly among the middle or upper income groups. This may well be 
true in the case of those plans which have enrolled but a small proportion of 
the population of their area. Where the plans have enrolled appreciable por- 
tions of the population, of necessity they must have enrolled large numbers 
of those in the lower income groups. 


8 issi Medical Care in New York State. Medical Care for 
amp le. rvey made by the Commission on tat ‘ 

ah Pobte pig Pn Tepe tente. Banart of the New York State Legislative Commission on Medical Care, 

1946, p. 223. 
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CHAPTER 7 
LEGAL STATUS OF HOSPITAL PLANS* -/ 


When Baylor University Hospital in 1929 contracted with school teachers 
in Dallas to provide hospital care in return for specified payments, the 
Texas insurance department did not consider the hospital to be engaging in 
“the insurance business. The hospital was simply selling its services on a 
group or prepaid basis. Later when hospitals in other States established or 
contemplated the establishment of similar arrangements the attorney generals 
or departments of insurance in some of these States ruled that the offering 
of such contracts constituted or would constitute "insurance" and would be 
subject to the State's insurance code. 

Presumably because of such a ruling, the first community-wide hospital 
service plan, the Sacramento plan, was established as a mutual insurance 
company. When the next plan, that in St. Paul, Minnesota, was launched early 
in 1933 its backers assumed that the plan was simply selling the services of 
its member hospitals and was not engaged in the insurance business. Late in 
that year the plan was forced by a ruling of the insurance department of the 
State to re-write its contracts with hospitals in such a way as to make the 
plan an agent of the member hospitals. Otherwise the plan, in the opinion of 
the insurance department, would be engaging in insurance. 


DEVELOPMENT OF ENABLING LEGISLATION 


In 1933 when a group of civic leaders, hospital representatives and 
physicians desired to start a plan in New York City, the State Superintendent 
of Insurance ruled that the contemplated activity, although desirable, was 
one which could only be legally carried on by organizations meeting the 
requirements for stock or mutual insurance companies. To organize the plan 
as a stock insurance company would mean that the plan would presumably be for 
profit and that a large amount of capital would be required. To organize it 
aS a mutual insurance company would mean that the participants would be sub- 
ject to assessments. The requirements for neither type of organization seemed 
consistent with what the backers of the contemplated plan had in mind, and 
accordingly this group sponsored a proposal for special enabling legislation 
which became law in May 19384. 

The same developments occurred elsewhere. From this time on the attorney 
generals or insurance departments in other States generally held that the 
offering of hospital service contracts would constitute "insurance", and it 
became apparent in most States either that plans would have to meet the 
requirements for stock or mutual insurance companies or that special legisla- 
* All data as of May 1, 1946. 


1/ Jn the writing of this chapter, the booklet "State Enabling Legislation for Non-Profit Hospital 


and Medical Plans, 1944," by Odin W. Anderso Sch t : é : : 
been helpful. ’ n, 001 of Public Health, University of Michigan, has 
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tion would be required. Following New York's lead one State after another 
has passed laws providing for the establishment and operation of non-profit 
hospital service plans. 

At present (May 1946) 34 States and the District of Columbia have such 


legislation. The States having such laws and the years in which the initial 
acts were passed, are as follows: 2, 


1934 New York 

1935 Alabama, California, Illinois, Maryland 

1936 Massachusetts, Mississippi 

1937 Georgia, Pennsylvania 

1938 Kentucky, New Jersey 

1939 Connecticut, District of Columbia, Florida, Iowa, Maine, Michigan, 
New Hampshire, New Mexico, Ohia, Rhode Island, South Carolina, Texas, 
Vermont, Wisconsin 

1940 Virginia 

1941 Kansas, Minnesota, Nebraska, North Carolina 

1982 --+--- 

1943 North Dakota, West Virginia 

1944. --->- 

1945 Arizona, South Dakota, Tennessee 


In a number of jurisdictions, plans were started in advance of the 
passage of enabling legislation. This happened in the District of Columbia, 
Minnesota, New Jersey, North Carolina, Ohio, Tennessee, Texas, Virginia and 
West Virginia. In all of these States, except Ohio, the backers of the plan 
assumed or State officials had originally ruled that the plan did not con- 
stitute "insurance". Subsequently the plans came to feel that their legal 
basis was uncertain or insecure (officials could change their minds or be re- 
placed) and they moved to obtain the passage of legislation which would give 
them an unequivocal legal status. In Ohio plans were established under a 
1903 law which permitted hospital service associations to offer the services 
of hospitals as the agent of these hospitals. This latter law had certain 
disadvantages and in 1939 Ohio passed legislation more specifically suited to 
the needs of the plans. 

Blue Cress plans exist in a number of States which have not passed any 
legislation specifically providing for the establishment of non-profit hospi- 
tal service plans. In five States -~ Colorado, Delaware, Missouri, Vontana 
and Utah -- it has been ruled that the plans do not constitute "insurance" or 
the plans, despite questioning of their status, have succeeded thus far in 
maintaining that they are not subject to the insurance code. In two States, 
Indiana and Oklahoma, the plans are organized as mutual insurance com- 
panies. ?/ 


Le 


2/ Many of the States have amended their laws two or three times, 


3/ Repeated efforts in Indiana to obtain enabling legislation failed and the plan was organized as a 
mutual insurance company because apparently it could be established in no other way. The plan calls 
itself "Blue Cross Hospital Service". It has been held exempt from Federal income taxes, and is now 
requesting exemption from a State one percent tax on premiums. The Oklahoma plan was organized as a 
mutual because the State's Mutual Casualty Act seemed to provide adequate scope for a plan. The plan 
is called "Group Hospital Service", and pays no taxes except a small licensing fee. 
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The Louisiana plans qualify under a 1938 law providing for service in- 
Surance companies. This exempts organizations coming within the definition 
of service insurance companies from the insurance code and Subjects them to 
licensure, examination and some degree of supervision by the Secretary of 
State. A 1940 amendment to this act provides that any non-profit mutual as- 
sociation operating a hospital service plan, a majority of the directors of 
which are administrators, trustees or members of the clinical staffs of member 
hospitals, shall be exempt from all state and local taxation, except taxes on 
real estate and office equipment. 

The Oregon plan qualifies under a Hospital Association Act passed in 
1917 and amended in 1930, which states that organizations contracting to fur- 
nish hospital and medical services shall be subject to the provisions of this 
act, and thus (by implication) exempt from the laws governing insurance. This 
legislation, which was passed primarily to legalize the operation of commer- 
cial hospital associations described in Chapter 1, provides that such organi- 
zations shall be licensed by and supervised to some extent by the department 
of insurance. The plan in Washington functions, from the standpoint of its 
legal status, as a division of the Oregon nlan.‘4, ; 

The legal status of* the plans in the various states may be recapitulated 
a6. 3011005 ;>> In Si states and the District “of Columbia “the plans: liunccrn 
under legislation providing for non-profit hospital service plans.°, Inciifye 
States, the plans have been organized under the general corporation laws or 
under laws providing for non-profit organizations and are considered as not 
engaging in the insurance business. In two States the plans are organized as 
mutual inSurance companies. In three States the plans qualify under legisla- 
tion designed to authorize-and regulate analogous types of organizations. 
Three States have passed legislation which would permit the operation of hos- 
pital service plans but have no plans, although one of these States is par- 
tially served by a plan with headquarters in another State. Four States have 
neither laws nor plans, although one of these is partially served by a plan 
from another State. 


PROVISIONS OF ACTS RELATING TO NON-PROFIT HOSPITAL SERVICE PLANS 


All of the 35 acts providing for non-profit hospital service plans have 
certain common elements.®,; All authorize non-profit corporations to contract 
to furnish hospital service to subscribers, such corporations to be subject 
to the provisions of the act in question and to be exempt from all provisions 
of the insurance code, except as otherwise designated.// All provide that 


such corporations shall be supervised in certain particulars by the insurance 


g to obtain passage of enabling legislation which 


: } hington have been endeavorin 
4/ The hospitals in Washingto n that State. 


would permit the establishment of a completely separate plan i 


i i liao-d i i e company. Also 
5/ Hcwever, the Sacramento plan in California is organized as a mutual imsuranc 
Vermont has enabling legislation but is served by a plan with headquarters in New Hampshire, Both 
States passed laws which, in effect, permit a plan established in either State to serve the other. 
i i : ss i f "Non-Profit Hospital and/or 
6/ Appendix G gives the text of a "model law" to enable the formation of © 
fiedical Service Corporations", which has been drawn up by the Blue Cross Commission. Except that this model 
law provides for plans which can offer both hospital and medical service its provisions are rather 


typical of those of most of the acts. 


1/ Bxcept in Mississippi where a plan could be for profit. 
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department of the State.®; all provide that such corporations are declared 
to be charitable and benevolent institutions and exempt from all State and 


local taxes (except in some cases taxes on real estate) .?/ 
The chief provisions of the acts may be summarized as follows: 


BOARD OF DIRECTORS. The composition of the boards of directors of non-profit 
hospital service plans is mentioned in 24 of the acts. In 10 it is specified 
that a majority of the directors must be trustees or administrators of hospi- 
tals which contract with the plan for provision of service.1%/ Five acts re- 
quire that a majority shall be hospital representatives or physicians .11/ One 
act (Alabama) apparently requires all board members to be either hospital rep- 
resentatives or physicians. In four acts it is stipulated that the board must 
be composed of hospital representatives, of physicians, andof representatives 
of the public, in equal proportions.!2, None of these acts with the exception 


of that of the District of Columbia states how the public representatives are 


to be selected. The act of Congress providing for a charter for the plan in 
the District of Columbia states that the public representatives are to be de- 


-signated by the Commissioners of the District. A number of acts provide 


that the board shall include representatives of the hospitals, the medical 
profession and the public but do not specify the proportions. 


HOSPITALS WITH WHICH THE CORPORATION MAY CONTRACT. Almost all of the acts 
state that the corporation may enter into contracts for the provision of care 
to subscribers with hospitals maintained by any governmental agency or with 
hospitals operating under the hospital laws of the State. A few acts have 
more detailed specifications. The acts of six States stipulate that the plan 
may only contract with hospitals approved by the State department of welfare. 
18, In five other States the hospitals must be approved by the insurance 
departments; 147 in three by the health department; 15, in one (New Jersey) by 
both the welfare and insurance departments. The Connecticut act specifies 
that the hospitals must be annually approved by the State Medical Examining 
and the Homeopathic Medical Examining Boards. A number of the acts specify 
that the hospitals with which the plan contracts must be approved by certain 
private organizations. In Alabama the hospitals must be approved by the State 


hospital and medical associations, In North Carolina the hospitals must be ap- 


proved by the American Medical Association and/or the State hospital associa- 
tion; in South Carolina by the State hospital association. In three States, 
the plan may contract only withnon-profit hospitals. is, The act of one State 
(North Carolina) states that "nothing in the act shall be construed to dis- 
criminate against hospitals conducted by other schools of medical practice." 

Although certain of the acts, as indicated above, make certain stipula- 
tions concerning hospitals with which the plan may enter into contracts, only 


8/ Except in Arizona and Virginia where supervision is exercised by the Corporation Commission. 
9/ Except in California, Iowa, Mississippi, South Dakota and Tennessee, 


10/ Florida, Georgia, Illinois, Massachusetts, Minnesota, New Jersey, New Mexico, Ohio, Rhode 
Island, Texas. 


~ 


California, Iowa, Maine, North Dakota, Wisconsin. 


ee 


District of Columbia, Kansas, Nebraska, Tennessee. 


~ 


Georgia, Illinois, Maine, Massachusetts, New York and Pennsylvania. 
Florida, Nebraska, New Mexico, South Dakota, Tennessee. 


California, Kansas, Kentucky. 


lll Lae Loe (a 
Im Ion he joo Ino je 
Fn ha Se 


Michigan, New Jersey and Ohio. 
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one (West Virginia) Stipulates that the plan must enter into contract with 
all hospitals meeting these requirements. aay, None of the acts states what 
recourse a hospital has which is refused a contract by the plan. 


HOSPITAL UNDER¥RITING. The acts of 14 States stipulate that a plan must be 
underwritten by.its member hospitals.18, This stipulation is usually express- 
ed in terms similar to that in the Wichigan act which reads: "All contracts 
issued by such corporation to the subscribers shall constitute direct obliga- 
tions of the hospital or hospitals with which such corporation has contracted 


for hospital service." 


SUPERVISION BY THE STATE INSURANCE DEPARTMENT. All of the acts call for some 
degree of supervision of the plan by a State agency -- with two exceptions 
the State insurance department.197 All require the submission of financial 
reports, either annually or at such timés as the department may require, these 
reports to contain such information as the department specifies. Virtually 
all of the acts, specifically or by implication, gives the insurance depart- 
ment ay the additional power of visitation and examination of the organiza- 
tion. 2!; A.number of the acts require that examinations must be made at 
least once every three years; most acts do not contain this stipulation. 

The great majority of the acts require the corporation, before offering 
contracts tosubscribers, to secure a license orcertificate from the insurance 
department. Such license is given upon submission to and approval by the de- 
partment of the rroposed contracts with subscribers and hospitals, statement 
of the proposed rates, the articles of incorporation, the names of the direc- 
tors, etc. Some States require that such a license needs to be obtained only 
initially; other States require annual licensure. 

All except four of the acts require approval by the insurance depart-— 
ment of the subscriber contracts and the rates to be charged subscribers. 22, 
Some of the acts provide only for initial approval, i. e., state that any con- 
tract to be offered must be approved as to content and rates before it can 
be offered. Other acts stipulate that the rates charged subscribers shall at 
all times be subject to the approval of the insurance department. 

Few of the acts make any statement as to the basis upon which rates 
shall be approved or disapproved. The implication in most of the acts is 
that rates are tobe approved from the standpoint of being adequate to provide 
the stipulated benefits and to preserve the plan in sound financial condition. 
A few acts recognize that it might be a disservice to the public if rates 
were higher than necessary so that the plan simply piled up large reserves. 


4 
17/ The law states that "every approved hospital shall be eligible for participation," but does not 
define an "approved" hospital. 
-18/ Arizona, Georgia, Kansas, Maine, Maryland, Michigan, Nebraska, Ohio, South Carolina, Tennessee, 
Texas, South Dakota, Virginia and West Virginia. 
19/ In Arizona and Virginia this supervision is exercised by the State Corporation Commission. 


20/ Or corporation commission. From this point on it will be understood that insurance department 
refers to corporation commission in the two States where the latter is the supervising agency, 


21/ The District of Columbia act seems to provide the only exception to this rule. 


22/ Arizona, District of Columbia, Minnesota, and Wisconsin. The Corporation Commission of Arizona 
must approve the form of the contract but not the rates. The District of Columbia act provides that 
the plan must annually file with the superintendent of insurance a financial statement. If the super- 
intendent shall have reason to believe that the corporation is not complying with its charter, or is 
being operated for profit, or fraudulently conducted, he shall cause to be instituted the necessary 
proceedings to enjoin such improper conduct, or to dissolve the corporations. Beyond this no super- 
vision i8 exercised, 
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Thus in New York the superintendent of insurance may refuse approval if he 
finds that "rates are excessive, inadequate or unfairly discriminatory". The 
Maine and South Dakota acts require that the rates and benefits shall be 
"fair and reasonable". 


RATES OF PAYMENT TO HOSPITALS. The acts of 19 States specify that the plan's 
rates of payment to hospitals shall be subject to the approval of a State 
agency. In 15 of these States rates of payment are to be approved by the in- 
surance department ; 23, in three States by the welfare department. 24, An addi- 
tional State (New York) requires that rates of payment to hospitals shall be 
approved "as to adequacy" by the welfare department and "as to reasonableness" 
by the insurance department. 


RESERVES. It would seem that in almost all States the insurance department 
has some power to influence the amount of reserves maintained by a plan owing 
to its supervision of the rates to be charged subscribers. The acts of 13 
States make specific mention of reserves. In four States, the acts simply 
specify that adequate reserves shall be maintained. 25, In the other nine 
States the law names specific amounts of reserves which the plans must main- 
tain as a minimum. 2°/ The New York law requires that plans shall each year 
set aside in a contingent surplus fund not less than four percent of net pre- 
mium income until this fund amounts to 25 percent of the year's net premium 
income. This fund may not be reduced below this limit except with the ap- 
proval of the superintendent of insurance. In most acts specifying a minimum 
amount of reserves, the minimum so specified is so low as to be totally in- 
adequate for a large plan.27, For example, the California act stipulates that 
a planwith over 5,500 subscribers must maintain a reserve of at least $20,000. 
The New Jersey act requires that a plan should add to its special contingent 
surplus at the rate of two percent of its net premium income, until such sur- 
plus shall be not less than $100,000. 

The North Carolina act is the only one which sets maximum as well as 
minimum limits toreserves. This act requires plans to set aside certain per- 
centages of gross premimums until contingent reserves are not less than three 


times nor more than six times monthly expenditures for hospital claims and 
administration. 


ADMINISTRATION AND ACQUISITION COSTS. Provisions relative to these costs are 
contained in 24 acts. In eleven of these it is stated that administration 
and acquisition costs are atall times subject to the approval of the insurance 


23/ California, Florida, Georgia, Iowa, Maryland, Michigan, Nebraska, New Mexico, North Dakota, South 
Carolina, Pennsylvania,. South Dakota, Tennessee, Texas, West Virginia. 


24/ Illinois, Massachusetts, New Jersey. 


25/ Maine, Michigan, Pennsylvania, Virginia. The Virginia act which is not clear in many respects 
States: "It shall not be necessary except as may be required by the State Corporation Commission in 
the exercise of its discretion and with a view to the ultimate success and continuance of any plan... 
that there be any particular reserve, or that rates for the services be necessarily Sound and proper 
from the actuarial standpoint, but the Commission...shall take into purview the financial and moral 
responsibility, and the ability and capacity to render the services contracted for... 


ne! Alabama, Arizona, California, Kentucky, New Jersey, New York, North Carolina, South Carolina, 
ennessee, 


27/ The BlueCross Commission has recommended that plans maintain a reserve of about five timesmonthly 
income or seven times monthly hospital expense, (The 1946 revision of the standards of approval for 
Blue Cross plans of the American Hospital Association requires an approved plan, in the absence of 


hospital-responsibility for contract-benefits, to establish a reserve equal to 25 percent of current 
annual income, ) 


78 


department.28; In six acts, acquisition costs alone are subject to this ap- 
proval.2%, Inthe other seven it is Stipulated that acquisition or administra- 
tion cost, either separately or combined, shall not exceed a certain percentage 
of income.22/’ The New York law, for example, specifies that (after the first 
two years) no plan may spend more than 10 percent of income for acquisition 
nor more than 20 percent for administration... The Kansas law imposes limits 
of 10 and 15 percent respectively for these purposes. In virtually all cases 
the percentage of income so specified are far above those which the plans in 
these States are actually spending for these purposes. The acts of a consid- 
erable number of States forbid the employment of salesmen or agents on other - 
than a Salaried basis. 


DEFINITION OF HOSPITAL CARE OR HOSPITAL SERVICE. The vast majority of the acts 
do not define hospital careor hospital service. Whatever services are custo- 
marily furnished by hospitals can be included under the plan. A few states 
(Iowa and North Dakota, and possibly others) define hospital service in such 
a way as to exclude x-ray, pathology and anesthesia services, thereby re- 
flecting the desire of the medical profession in some places that these 
services should not be included under a hospital service plan. The California 
law defines hospital services as including "indemnification of the beneficiary 
or subscriber for the costs and expense of professional medical service 
rendered during hospitalization." 


MEDICAL SERVICES. In the last three years a number of States have passed 
legislation providing for the formation of joint hospital and medical service 
plans or amending their existing hospital service plan act so as to permit 
the hospital service plan to provide medical services as well as hospitaliza- 
tion. In most cases so far the wording of the legislation does not take full 
cognizance of the implications of the step taken, i. e-, the law still speaks 
of the plan as a "hospital service plan" even though it can offer medical as 
-well as hospital services. In one instance, Maryland, the full implications 
of the step have been recognized. Here the amended law omits all reference 
to a hospital service plan and speaks simply of "health service plans" which 
may offer hospital, medical, dental and other health services. : 
At present, (May 1946) in nine States (Alabama, Arizona, Florida, Maine, 
Maryland, North Carolina, Rhode Island, Virginia and West Virginia) one plan 
(whether described in the law as a hospital service plan, a medical-and hospi- 
tal service plan or a health service plan) may offer both hospital and medical 
services to subscribers. Maine and North Carolina amended their acts in 1943 
so as to permit the hospital service plan to cover medical services as well. 
Alabama did the same in 1945 and provided for medical representation on the 
Board of the plan which previously could be composed of hospital representa- 
tives only. Maryland transformed its hospital service plans act into a health 
service plans act in 1945. In the same year Florida passed an entirely new act 
providing for "non-profit medical and/or surgical and/or hospital service plan 
or plans". The Arizona act also passed in 1945 likewise provides’ for hospital 


28/ Connecticut, Georgia, Iowa, Kentucky, Michigan, Nebraska, New Hampshire, North Carolina, North 
Dakota, South Carolina, South Dakota. pre 
29/ Alabama, Florida, Massachusetts, New Mexico, Pennsylvania, Virginia. 


30/ Arizona, California, Kansas, New Jersey, New York, Tennessee, Texas, 
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or medical service plans or combinations thereof. In the same year Khode Is- 
land passed an act providing for non-profit medical service corporations, one 
paragraph of which specifies that a corporation organized under the hospital 
service plan act may, with the consent of the Rhode Island Medical Society, 
amend its articles of association and exercise the powers of a non-profit med- 
ical service corporation. The 1940 Virginia Act apparently permits one cor- 
poration to offer both hospital andmedical service. The West Virginia amended 
act passed in 1946 provides for hospital service corporations and medical 
service corporations. Apparently one organization could offer both hospital 
and medical services. 


If the passage of the above legislation constitutes a trend it is one 
which presages a thorough transformation of the existing legislation relating 
_to hospital service plans. The provisions relative to medical services of 
the laws in the above-mentioned States will be described in the chapter re- 
lating to the legal status of medical service plans. 


ADMINISTRATION OF LAWS RELATING TO HOSPITAL SERVICE PLANS 


Laws which are on the statute books may ormay not be effectively carried 
out. To what degree, in practice, are hospital service plans supervised by 
insurance departments in accordance with the respective laws? Upon this point 
we are only able to offer impressions founded in most cases upon statements 
by the plan directors. The impression was received that, by and large, the 
character and degree of supervision varied with the strength of the insurance 
department of the State. In States, such as New York and Massachusetts, with 
strong, well-financed departments the laws relating to the plans are ably ad- 
ministered, and the plans are subjected to a close, understanding, and help- 
ful supervision. In States, where the insurance departments are weak ~- where 
they are meagerly financed or poorly staffed -- then the supervision exer- 
cised is often not at all close. The situation in the various states ranges 
between these poles. In at least two States with plans but no legislation, 
‘the plans are opposed to the passage of legislation because they believe that 
supervision by the state insurance department would be detrimental rather than 
helpful. 

In most States the supervision has been directed solely towards seeing 
that the plans are in a sound financial condition and able to meet their obli- 
gations to subscribers. Only in a few instances has the supervision aimed to 
assure that the plans provide maximum service to the subscribing public and 
the community at large. 


STATUS OF PLANS UNDER FEDERAL TAX LEGISLATION 


The plans are affected by Federal tax legislation. The plans have been 
ruled exempt from Federal income taxes as meeting the requirements of an 
"organization for social welfare". The plans have been ruled not exempt from 
social security taxes, not being regarded as echaritable organizations under 
Chapter 9 of the Internal Revenue Code. 
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CHAPTER 8 


THE CONTROL OF HOSPITAL PLANS 


Hospital service plans are controlled by their boards of directors., 
These boards appoint the executive director of the plan and decide all larger 
matters of policy. Most commonly the boards consist of from 10 to 20 persons. 


Usually they are composed of persons designated to represent the hospitals, 
the medical profession and the public. 


SELECTION OF BOARDS OF DIRECTORS 


The boards are appointed or elected in a great variety of ways. Some 
typical arrangements may be cited by way of illustration. 


The Maryland plan has a board of 14 directors, who are elected by the members of 
the corporation. Each member hospital designates one member of the corporation. The 
Baltimore medical society designates an equal total number of members. The hospital 
members of the corporation elect four hospital and three public representatives and 
the medical members elect four medical and three public representatives. 


The Chapel Hill (N.C.) plan has a board of 12 members. Four are selected by the 
State hospital association and four by the State medical association. These directors 
elect four other directors to represent the public. 


The New York City plan has a board of 25. Directors are selected by the voting 
members of the corporation who consist of the directors of the United Hospital Fund 
(prominent civic leaders), the presidents of the Greater New York Hospital Associa- 
tion, the Brooklyn Hospital Council, the New York Academy of Medicine, the State 
Medical Society, and the medical societies of each of the five boroughs of New York 
City. The directors are chosen from four categories, six from the hospitals of whom 
three must be administrators and three trustees, six from the medical profession, 
six from g§ubscribers, and seven "at large" chosen from among persons who would be 
eligible for election in any other category. Directors of the first three categories 

serve for three years each and those from the fourth category for one year. The six 
medical members are nominated from names sent in by the medical societies. The three 
hospital administrators are nominated from names sent inby the hospital associations. 
The three hospital trustees are nominated from names submitted by the nominating 
committee of the board. The seven "at large" directors are chosen so as to have 
three represent large subscriber groups, two to represent the point of view of labor, 
one to represent the point of view of proprietary hospitals, and one is the president 
(executive director) of the corporation. 

The Rochester plan has a board of 34. The board is self-perpetuating, 1.e., new 
directors are elected by the existing directors. The by-laws specify that a majority 
of the executive committee of nine which largely manages the plan shall be hospital 
trustees. 


The board of the Kansas plan, in accordance with State law, is composed of an 
equal number of representatives of the hospitals, the medical profession and the 
general public. The directors are elected by the members of the corporation, con- 
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sisting of the original incorporators and such other persons as are elected by the 
directors. 


The Los Angeles plan has a board of 18. Each member hospital is a member of the 
corporation. The members of the corporation at an annual meeting elect the board. 
The by-laws stipulate that six of the directors shall be hospital representatives and 
six shall be physicians. 


The Michigan plan has a board of 28. The by-laws specify that 13 of the board 
members shall represent the hospitals, of whom seven shall be trustees and six ad- 
ministrators (or vice versa), six members shall represent the medical profession and 
nine shall represent the public. The hospital representatives are nominated by the 
hospitals in each of the nine districts, at least two persons being nominated for 
each representative to be elected. The board of trustees elects the representatives 
of the hospitals from the persons so nominated, the medical representatives from per- 
sons designated by the State medical society, and the public representatives. 


The methods by which the boards of directors are selected appear to fall 
into five main categories. Three of these are of relatively equal frequency; 
the other two are far less common. 

In 11 of the 38 plans!/ surveyed, the hospital representatives on the 
board are elected or designated by the member hospitals, the medical repre- 
sentatives are elected or designated by the local or state medical society, 
and the board members thus elected, in effect, elect a number of other board 
members to represent .the public. 

In 10 of the 38 plans, the board is self-perpetuating, i.e., new members 
of the board are elected by the board itself. These plans may or may not 
have by-laws specifying acertain composition of the board, forexample, that a 
Majority must at all times be trustees or administrators of hospitals. In 
some of the plans with this type of arrangement, the self-perpetuation of 
the board is indirect, i.e., the board is elected by the members of the cor- 
poration who inturn are elected by the directors. Sometimes board members and 
members of the corporation are one and the same persons. 

In nine of the 38 plans surveyed, the member hospitals elect or designate 
Some members of the board. The board, as a whole, elects the other board 
members. In other words the board is partly self-perpetuating, partly se- 
lected by the member hospitals. 

A less common arrangement, which obtained in five of the plans visited, 
is one where all the members of the board are elected or appointed by the 
member hospitals. Usually these boards have one or more physicians on then, 
but the by-laws do not’ specify that any physicians appointed shall be named 
or designated by the medical society. 

The least common arrangement, which occurred in only three of the plans 
surveyed, is where the members of the board are elected by vote of the sub- 
Scribers, each subscriber being entitled to one vote. In practice, such 
boards are self-perpetuating. 

In the great majority of the plans, the directors who represent the hos- 
pitals or the medical profession are, in fact, elected or appointed by those 
whom they are to represent. Thus the board members representing the hospitals 
may be appointed or designated by the member hospitals, if these are not too 
numerousSs or elected by the State or local hospital association, or appointed 
~~ 9S, = ieee PN Ma Ue Mie CONC GS 


1/ At the time of the survey the Washington and Oregon plans, though they functioned largely as 
separate plans, Were from a legal standpoint one plan. 
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by the duly constituted officials of such association. Similarly the board 
members representing the medical profession are elected by the local or State 
medical association or appointed by the duly constituted officials of this 
association. 

Such is not the case with the so-called public representatives. With 
some few exceptions which will be described later, persons designated to 
represent the public are (a) elected either by the representatives of the 
hospitals and the medical profession, or by persons who in the first instance 
were appointed or elected by such representatives, or (b) they are elected by 
the existing board members. Though the public representatives may have the 
public's benefit, as they see it, solely in mind, nevertheless they are not 
elected by the subscribing public or their duly constituted representatives. 


COMPOSITION OF BOARDS 


. The by-laws of most plans specify that the Board shall be composed of 
persons designated to represent, or selected by, the hospitals, the medical 
profession and the public in certain numbers or proportions. As indicated in 
the last chapter, in a number of States the enabling act specifies to a cer- 
tain degree the composition of the board. In 10 States amajority of the board 
must be hospital administrators or trustees; in six States a majority must 
be composed of hospital administrators, trustees, or physicians; in four the board 
must be composed one-third of hospital representatives, one-third of physi- 
cians and one-third of representatives of the public. : 

Table 8 shows the composition of the Boards of the surveyed plans at the 
time of visit. Where the by-laws of the plan did not provide for the 
designation of directors as representatives of one or the other of the three 
groups, board members who were hospital trustees or administrators were clas- 
sified as hospital representatives, physicians were classified as representa- 
tives of the medical profession, and lay persons who were neither hospital 
trustees nor administrators were classified as representatives of the public. 

It will be apparent that in most cases there is representation, formal 
or informal, of all three groups. In general there is more representation of 
the hospitals than of either of the other two interests. In a little over 
half of the plans (21 out of 39) the persons selected by the hospitals to 
represent them or who, beingeither hospital administrators or trustees, could 
be classified as hospital representatives, constitute a clear majority of the 
board. In a few plans (6) there is equal representation of the three groups 
or interests. If one takes all the plans together, giving equal weight to 
each, 55percent of the directors are represtntatives of hospitals, 17 percent 
are representatives of the medical profession and 28 percent are representa- 


‘tives of the public. 2’ ; 
These figures as indicative of the proportional representation of the 


different groups or interests do not take account of two fundamental factors. 
The first is that frequently the public representatives are elected by the 
hospitals and the medical profession or by the representatives of these groups. 


The second factor is that generally, as Table 8 shows, the representatives of 
hospitals consist of two sorts of persons: hospital trustees and hospital 


2/ To obtain these figures, the number of directors in each plan was taken as 100 percent and the 
percent of the representatives of each group to the total was calculated. The figures for all plans 
for which complete data were available were then added together. 
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TABLE 8 


Composition of Boards of Directors of Surveyed Plans 


Data as of time of survey (Mar. I944 - Feb. 19 45) 
REPRESENTATIVES OF CHARACTER OF HOSPITAL REPRESENTATIVES 
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NOTE: 


In those cases where the by-laws of the plan did not specify that directors shall be chosen 
by the various parties or designated to represent them, directors were classified on tke 
basis of their affiliation, i.@-., persons who were hospital administrators or trustees 
were classified as hospital representatives, physicians were classified as representatives 
of the medical profession and lay persons not affiliated with hospitals were classified as 
representatives of the public. 


FOOTNOTES: “* State law specifies majority must be kospital trustees or administrators. 
4 State law specifies majority must be trustees, administrators or physicians. 
# State law specifiés one-third must be hospital trustees or administrators, one- 

third physicians, and one-third public representatives 


84 


a/ Information not obtained. 


b/ There are 38 M.D.'sonthe Board, most of whom are probably administrators or owners of hospitals. 


c/ Plan does not designate board members as re 
late that three members of the Poard shall be 
shall be hospital administrators. 


presentatives of the:various groups except to stipu- 
representatives of the medical profession and three 


d/ Majority of board must be administrators or trustees. 


e/ Differs from the provisions of by-laws which are as of a later date. The given number of pub- 
Tic representatives includes the plan's director. The given number of representatives of the méd- 
ical profession includes two physicians selected as directors "at large". 


f/ The board is self-perpetuatiug and board members are not designated as representatives of the 


et ici groups. There are 20 hospital trustees of whom five are physicians. There are five other 
physicians. 


g/ The board is self-perpetuating and board members are not designated as representatives of the 


various groups. There are 24 hospital trustees, one of whom is a physician. There are seven 
other physicians. 


b/ None of these are hospital trustees though they are appointed by hospitals, 
1/ Executive Committe for Oregon. 


j/ Board members are not designated as representatives of the various groups. All board members 
‘happen to be hospital trustees but this is not obligatory. Many were picked not because they were 
hospital trustees but because they were civic leaders. 


k/ Three of these are physicians. 

I/ One of these owns a hospital. 

m/ Includes six physicians. 

p/ Includes the executive director. 

o/ Executive Committee for Washington. 


administrators, the former being the more numerous (a total of 173 as against 
117). In terms of their attitude towards the plan and the interests which 
they represent in reality, trustees and administrators tend to be quite dif- 
ferent.” ; ; | 

A hospital administrator is interested primarily in his own hospital. 
He will tend to consider guestions of plan policy --at least where plan pol- 
icy affects the hospitals -- largely in terms of the effect of this policy 
upon hospitals in general and his own hospital in particular. The hospital 
trustee, on the other hand, is generally a civic leader. He will probably be 
a successful man of affairs -- the head of a large concern, a banker, a lead- 
ing lawyer, etc. He has been asked to become a hospital trustee because of 
the confidence which people of the community repose in him and because of his 
interest in the hospital as a means of serving the public. On a plan board, 
this individual has an allegiance, so to speak, both to his hospital and to 
the plan and in any conflict of interest between the two, such as might arise 
over remuneration, he will tend to weigh the interests and needs of both and 
try to arrive at a fair decision. Generally he tends to view the plan as an 
agency designed to serve the public or both the public and the hospitals, 
rather than one designed to serve primarily the hospitals. In practice, 
therefore, the hospital trustee on a plan board frequently has about the same 
attitude toward the plan and is as much a representative of the public as 
those designated specifically as public representatives.4/ 

If one takes this latter circumstance into consideration, then one reaches 
guite different conclusions as to the proportionate representation of vari- 
ous interests on plan boards. For example, the Delaware plan has eight so- 
ealled hospital representatives on its board of 16. But all of these hospi- 
tal representatives are hospital trustees, not one is an administrator. In 
effect the plan board is made up of te lay civic leaders and 4 physicians. 


3/ Hospital administrators have a common saying to the effect that when a hospital trustee gets on 
a plan board he is lost as a hospital trustee. By this they mean that his interest in the hospital 
becomes subordinate to his interest in the plan 
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For all of the surveyed plans together, if one classifies hospital trus- 
tees as representatives of the public rather than as representatives of hos- 
pitals, then it appears that of all board members, giving each plan equal 
weight, 57 percent are representatives of the public, 21 percent representa- 
tives of the medical profession and 22 percent representatives of the hospi- 
tals. This summation is guite different from that previously given. The 
truth probably lies somewhere in between. 


THE REPRESENTATION OF THE PUBLIC 


It has previously been pointed out that while in most cases the repre- 
sentatives of the hospitals and the medical profession are democratically 
selected, in that they are elected or selected by those whom they represent, 
this is not the case with representatives of the subscribing public. Some 
of the plans have been conscious of this problem and have endeavored to 
meet it in one way or another. The matter obviously presents difficulties. 
With several hundred or several thousand subscriber groups, ranging in “size 
from, say, 95 up to 10,000 persons it is difficult for a plan to arrange for 
selection of five or ten persons who may be said to represent the subscriberss 

The device of giving each subscriber a vote and having them elect some 
or all of the directors obviously does not work well. Under sucn a situation 
subscribers have no means of voting intelligently, the attendance at the an- 
nual meeting is negligible, virtually all votes are cast by- proxy, andthe 
slate nominated by the existing directors is elected. Such a process also 
runs the risk that a small group of subscribers with some special interest 
might be rounded up to vote for an alternative group of directors, who really 
might be far less representative of the whole body of subscribers than those 
picked by the existing board. 

A few plans endeavor to obtain direct representation. of the subscribers 
in one way.or another. The Massachusetts plan provides that its board of: 
directors shall be elected by the voting members of the corporation. The 
State hospital association and the State medical society are each members and 
are allotted 25 votes each; two votes each are allotted to the Boston Council 
of Social Agencies and the Associated Industries of Massachusetts, and 46 
votes are allotted to large subscriber groups, selected by turns, each of 


which has one vote. This arrangement looks well on’paper. However, since 
the representatives of the subscriber groups are brought together only once 
-- to vote for a previously nominated slate of directors -- one can doubt 


whether it results in effective representation of the subscribers. However, 
if an important issue involving control of the plan were to arise, if sub- 
Sscribers felt that their interests were being slighted, it is possible that 
the arrangement would provide a means whereby subscribers could influence 
control of the plan. ; 

The arrangement of the New York City plan, that in which places on the 
plan's board are given in turn to representatives of large subscribers groups, 
has already been described. 

The Philadelphia plan provides that a certain number of its "public rep- 
resentatives" shall be nominated by the board of directors but elected at an 
annual meeting of the subscribers. Subscribers who have been members. for 
three years or more are eligible to vote. Nomination may be made from the 
floor. In a recent year the plan spent several thousands of dollars to ad- 
vertise the annual meeting, but only 10 or 20 subscribers appeared. The ar-— 
rangement is democratic in theory but obviously doesn't work in practice. 
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The District of Columbia plan has a distinctive method of selection of 
its public representatives. The Act of Congress providing for the incorpora- 
tion of the plan specifies that the Board of directors Shall be appointed one- 
third by the hospitals of the city, one-third by the medical society and 
one-third by the commissioners of the District of Columbia. This appears to 
be a good device for obtaining effective representation of the public. (How- 
ever, in this particular instance it does not seem to have resulted in mak- 
ing the plan especially responsive to its subscribers.) 

The Cincinnati plan has developed a unigue arrangement for giving the 
subscriber a voice in the plan -- the Subscribers' Councils. In each major 
area of the plan each enrolled group is asked to send a representative -- 
this can be either a member of the firm, the personnel director, a union rep- 
resentative, or whomever the employer or the group selects -- to a Council. 
This meets once a year, hears officers of the plan report, discusses affairs 
of the plan, and elects a so-called regional Subscribers' Committee. These 
committees meet on call and combine to form a Subscribers' Committeefor the 
plan as a whole, composed of some 80 members. The Chairman -- changed every 
year -- of this Committee is automatically a member of the Board of Trustees. 


The Subscribers! Committees are not self-actuating. A member of the 
staff of the plan acts as secretary and makes the arrangements for meetings, 
etc. The Committees do not meet at regular intervals, only when there is 
something to discuss. 

These subscribers' councils and committees have been useful, probably 
more so in the smaller than in the larger places. They have aided in making 
the members feel that the plan is their own, have provided an effective sound- 
ing board for the membership, and have provided a means whereby the plan can 
ascertain the desires of its members and explain the need for changes. The 
organizations have been especially useful on occasions when the plan was con- 
Sidering changing its contract, providing more inclusive services, increas- 
ing-orates, etc. 

The Kansas plan has developed members! Councils along similar lines. 4/ 
The County Health Improvement Associations organized by the Des Moines, Iowa 


4/ The organization of these councils and the spirit in which they are being developed is indicated 
in the following letter from the plan's director of public relations: 


"Our Directors felt that as we build a Blue Cross Movement here in Kansas we should provide 
channels through which the Members could express their desires as to the kind, quality and extent of 
hospital care which they would like to provide for themselves on a prepaid basis. 

"Accordingly we sent out regular announcements to all groups as they were formed to the effect 
they could appoint a Member to a local Subscribers’ Council. We then formed these Councils in stra- 
tegic communities with the four fold purpose of: 

An up-to-date, comprehensive report by the Blue Cross representative. 
2. Consideration by the Council of any criticism, whatever its nature. 
8. Discussion of ideas for the further development of service to be rendered through the Blue 
Cross. 

4. Discussion of plans for additional members, At the discretion of the Council, subsequent 

enrollment campaigns will be held under its auspices, 

"The results of the discussions in local Councils were to be brought, through a representative 
to a State Subscribers’ Council at Topeka, meeting annually. Thé recommendations of this body have 
been brought to the Board of Directors’ Annual Meeting through the Chairman of the Council who was 
automatically a member of the Board. ' 

"Meanwhile, however, we have been rapidly developing a method of county-wide enrollment With an 
emphasis on the word membership as against subscriber and are developing County-wide Members Councils 
who are to appoint committees who will act as local Blue Cross headquarters for matters of informa- 
tion, enrollment, plans for future growth and development and refereaces in case of local difficulty 
in the operation of the plan. ; 

"It is the belief of the Directors and of the People here in Kansas that a consciousness of mem- 
bership will make Blue Cross essentially a Peoples Movement. Through such a Movement they will pro- 
vide in good times and bad for the continuity and extension of health services which they want and 


‘for which they are willing and able to pay." 
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plan, and described in 4 preceding chapter, tend to fulfill the same purpose, 
i.e., of developing two-way communication with the members and of making the 
plan responsible to the membership. 

All of the above constitute special devices of one sort or another for 
securing democratic representation of the subscribing public. The main 
method used by the plans is that of electing to their boards as public repre- 
sentatives individuals who, it is thought, will in spirit be representative 
of the general public, and who will bring to the plan judgment, acumen, ex- 
perience of affairs and a willingness to devote much time and thought to the 
problems of the plan. 

Most of the public representatives on plan boards are business or pro- 
fessional men -- heads of large concerns, lawyers, bankers®’ One finds an 
occasional plan with a representative of a church group. Freguently the 
boards will contain one or more persons active in a women's organization, a 
community agency, etc. There are approximately 15 plans which have officials 
of labor unions on their poards.®/ A few have representatives of farm organi- 
zations. In general there is far more representation of business or employ- 
ers than of labor or farm groups and in some plans one gets the impression 
that the so-called public representatives, although they have the public in- 
terest as they see it in mind, are quite far away from or out of touch with 
those whom they are supposed to represent. 

These hospital plans are large organizations, some of them with an in- 
come of millions of dollars a year. They need competent management. How to 
secure this while at the same time assuring that the organization will be 
responsive to the subscribing public is a problem which is not easy to solve. 


WHO CONTROL THE PLANS? 


In practice, the numerical] representation of one group or another on 
the plan board may indicate little as to the real control of the plan. The 
real control of a plan seems to depend largely upon the play of personalities. 
It depends first upon the, relationship of the plan's director and his board, 
to what extent the director dominates the boardor the board dominates the di- 
rector. Then it depends upon the personalities on the board. Individuals who 
are keenly interested in the plan, who devote much thought to it, who always 
attend meetings, and whose judgment is sound, so that time and time again 
they make the right decisions -- such individuals exercise an influence be- 
yond all proportion to their number. Two or three such key individuals often 
come to exercise such real leadership that they, together with the plan di- 
rector, really control the plan. 

The guestion, "Who controls?" is inevitably bound up with the question 


"Controls for what?" This necessitates a discussion of the interests of the 
various participants. 3 


5/ The character of the public representatives of the Philadelphia plan is probably typical. This 
plan has six public representatives, and three directors are selected by the Bishop of the Catholic 
Archdiocese of Philadelphia (this last is not typical). At the time of the visit to the plan these 
nine directors were: a lawyer, a judge, the head of a leather Company, 4 partner in an investment 
banking concern, the head of an educational institution, a Federal government official, the President 
of the League of Women Voters, the president of a telephone company, a physician (the last, an ap- 
pointee of the Bishop). 


6/ Statement of C. Rufus Rorem, Director of the Blue Cross Commission, in the Hearings before the 


ie oe on Education and Labor, 79th Congress, Second Session, on S. 1606, Part 2., p, 947, 
pril, : 
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In theory the executive director of a plan and his staff are the serv- 
ants of the plan board; their function is to carry out the policies decided 
by the board. In actuality the plan director (and in a large plan his key 
staff) play important roles in the formulation of policy. The plan director 
works at the plan's affairs eight hours a day; he lives with the plan problems 
constantly; he has a technical competence or familiarity with the affairs 
of the plan which exceeds that of the board members; he has at his finger 
tips the information reguired for determination of policy. Hence it comes 
about chat a strong executive director will be a leader in the development of 
plan policy, and that he will be constantly educating his board as to neces- 
Sary courses of action._/ (However it is also true that a plan director who 
gets out of touch with his board, who does not faithfully carry out policies 


decided by the board or endeavors to lead them in directions that they do not 
wish to go is apt sooner or later to be out of a job.) 


The primary interest of the plan director is to make the plan a success. 
Success is very largely measured by the number of subscribers and maximum 
growth is fostered by offering the most attractive possible proposition to 
the public, i.e., by giving as much as possible in benefits for aslittle as 
possible. The plan director is, of course, interested in salary and the se- 
curity of his job, but favorable prospects here go along with the success of 
his plan. The plan director will know that if the plan is to succeed it must 
have the enthusiastic support of its hospitals. Such support will not be 
forthcoming unless the hospitals are fairly remunerated for their services. 
put this is regarded as a means and not an end. Practically without excep— 
tion, the directors of all the plans surveyed felt that the primary purpose 
of their plan was to serve the.public. With few exceptions, they regarded 
Ene plan not as an.agency of. the hospitals, but as a civic enterprise. 

Hospitals wish the plans to succeed because of the benefits to the pub- 
lic and themselves. At the same time hospitals want to be fairly paid for 
their services and there may be differences of opinion as to what constitutes 
fair remuneration. Sometimes what the hospitals think is fair remuneration 
is more than other interests on the plan board think they (the hospitals) 
Should have. 

It is true that virtually all hospitals, at least in point of bed ca- 
pacity, are not for profit and have no other aim than to serve the public, 
i.e., to provide the best service at the lowest cost. Nevertheless it is 
possible for hospitals to benefit themselves at the expense of the plan (and 
vice versa). Again under a situation in which a large proportion of the pop- 
ulation was enrolled and hospitals were paid onacost basis, hospital adminis- 
trators would wishin general to provide a more and more perfect or elaborate 
service, and to make this possible would ask for higher and higher rates 
of payment. At Some point the public would desire to call a halt, pre- 
ferring to spend its money for other purposes. In the long run the public 
should and will desire to say how much it should spend for hospital care, and 
will not be content to leave this decision to the hospitals, 


7/ It may be pointed out that nationally the Blue Cross movement really consists of the plan direc- 
tors. The semi-annual conferences of the plans at which important decisions affecting all the plans 
are made are attended mainly by the plan directors and key staff members; few board members attend, 
(At the April 1947 conference there were perhaps 10 trustees present.) The Blue Cross Commission un- 
der the new reorganization will be composed of 12 plan directors and 3 representatives of the American 


Hospital Association. 
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As indicated previously hospital administrators faced with the day to 
day problem of balancing their hospitals' duugets frequently look at the 
problem of remuneration through the glasses of their own needs. ‘Trustees 
tend to look at the situation broadly and to weigh booth the needs of hospi- 
tals and the needs of the plan. 

The medical profession's main interest in hospital service plans is that 
they facilitate the provision of care to patients. The profession's inter- 
ests on this side are largely the same as those of the general public, it 
wishes to see rates as low as possible and benefits as broad as possible in 
order that the plan may have a maximum growth. The profession also wishes to 
see the plans renunerate hospitals fairly and adeguately, because otherwise 
standards of hospital care would be lowered. Various groups of physicians, 
the roentgenologists, pathologists, anesthetists, have had special interests 
relative to the plans. They have been concerned, at times, tohave their serv- 
ices excluded from hospital plans on the ground that they were medical serv- 
jees and should not be offered under a hospital plan. Where their services 
have been offered they have naturally wanted the remuneration paid for these 
services to be adequate, and there may be difference of opinion between 
these specialists on the one hand and the hospitals or the plans on the other 
hand, as to what constitutes adequate remuneration. 

The public's interest in the plans is that they should provide the most 
benefits for the least cost, consistent with financial soundness, good ad- 
ministration, and fair remuneration to hospitals. It is a decidely short 
view which would have it that the plans can benefit by underpaying hospitals. 

In summary, while there are certain conflicts of interest, on the whole 
there is a large measure of indentity of interests on the part. of “all--con- 
cerned. All agree that service to the public is the reat aim. All agree on 
the principle that hospitals should be fairly remunerated. Any differences 
tend to be confined to the technical point of what constitutes fair remunera- 
tion. The substantial identity of interests of all participants undoubtedly 
explains whyitis that different plans, some dominated by lay persons, others 
by hospital administrators, still others by physicians, seem to behave in 
very much the same way. : 

The plans then are controlled by persons who wish to see the plans suc- 
ceed. Success means benefits to the public and is largely measured in terms 
of people enrolled. Those in control tend to do those things which will make 
the plan most successful. The plan becomes an entity in itself, thesuccess 
of which is forwarded by certain moves, held back by others. 

The plan must-on all counts remain solvent. Support of the hospitals is 
necessary, so the plan does what is necessary, consistent with other objec- 
tives, towin the support of hospitals. The same is true as regards the medical 
profession. The plan needs the good will of large employers because these 
make the plan available to their employees and influence other employers to 
do the same. Where labor organizations are strong, the plan will reach out 
for the support of these organizations, possibly by putting a representative 
of labor on the board. For the plan to be of maximum success it must give 
the general public the feeling that the plan belongs to the public, that 1¢ 
is in truth a civic organization, of, by and for the public. The endeavor to 
do this tends ultimately to be reflected in the control of the plan. 

In the field surveys, an endeavor was made to determine what groups or 
persons really controlled the plan, i.e., to go behind the nominal represen- 
tation of various groups on the board of directors. This type of appraisal 
is not easy, especially in a short visit. Naturally main reliance must be 
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placed upon intormution provided by the plan director, who in some cases may 
be biased and in other cases may not correctly evaluate the role played py 
key figures on his board. 

Of the 39 plans Visited, it seemed to the Surveyors that 16 plans were 
in reality controlled .by the PPD DECD g42/63. hyakay persons whose sole or 
dominant aim was benefit to the public. In a considerable number of cases, 
these lay persons were hospital trustees. Six of the plans surveyed seemed 
to be firmly controlled by the hospitals. Largely these were plans in which 
the hospital representatives on the plan boards were entirely or mainly hos- 
pital administrators. Three plans seemed to be jointly controlled by hos- 
pitals and the public representatives, three plans seemed to be controlled by 
the plan director. In*one of these cases the plan director seemed to give 
undue consideration to his own interests, at any rate he was paid a Salary 
out of line with the Salaries paid the directors of other plans with compara- 


ble membership. In the other two cases, the directors apparently ran the plan 


for what they conceived to be the public's interests. Two plans seemed to be 
dominated by the plan director and the medical profession; two other plans, 
by the hospitals and the medical profession jointly. In two instances, con- 
trol of the plan seemed to be pretty well diffused among hospital, medical 
and public representatives. In the case of the five remaining plans, no 
definite decision could be made as to where control really lays 

It has deen largely assumed that hospital service plans are controlled. 
by the hospitals. The truth seems to be that more often they are controlled 
by persons who think of themselves as representing the public. 3’ 


WHO SHOULD CONTROL THE PLANS? 


Among executive directors and board members there seems to be two the- 
ories as to which groups or interests should control the plans. One theory 


runs to the effect that the plan is simply aprojection of the hospitals, that 


it is an agency of the hospitals for selling or providing their services to 
the public. This view naturally holds that hospitals should have dominant 
control of the plan. ae 

ie-second- theory is that the -plan is a> civic enterprise, that-it=is3a 
agency of the puvlic rather than of the hospitals. This view holds that the 
plan should be independent of the hospitals, and that since the aim of the 
plan is“service to the public and since the public foots -the -bill, Gomitimna 
control should lie with‘’the public. 

The guestion of which of these views is the more correct depends perhaps 
upon the stage of development of the plan. A new plan which hospitals lave 
started and which they underwrite is in a very real sense a creature of the 
hospitals. However, as the plan grows it stands more and more on its own feet. 
As it accumulates a reserve the underwriting burden is lifted from the hos- 
pitals andis shareu vetween the plan and the hospitals. As the number of sub- 
Scribers,grows public interest in the plan intensifies. After a certain 
stage it would seem that dominant control should shift to the public. 

Perhaps the relationship of parents to children supplies a good analogy 
here. When children are young parents should control them. When the children 
have grown, when they support themselves, then parental control is neither 


desirable nor possible. 


8/ It is of interest in this connection that in addressing the plans at the April 1947 conference Mr. 
Hayes, president of the American Hospital Association, stated that from the standpoint of hospitals 

Blue Cross had two failings, first that plan payments to hospitals had not kept pace with hospital 
costs, and secondly that the plans did not have a sufficient proportion of hospital people on their 
boards -- people who knew hospital costs and were familiar with hospital problems, 
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CHAPTER 9 


ADMINISTRATIVE ORGANIZATION AND PROCEDURES 


Most hospital service plans have three main departments: an enrollment 
department, which enrolls new subscribers; a record-keeping department, which 
bills subscriber groups and subscribers for the subscription charges, main- 
tains records of subscribers eligible for care, and keeps the accounts of the 
organization; and a hospital department, which confirms to the hospitals the 
eligibility of subscribers for hospital care and pays the hospitals for care 
provided to subscribers, Many plans have two other departments which report 
directly to the executive director, a public education or publicity depart- 
ment, which handles publicity, gets up the promotional or enrollment litera- 
ture of the plan and aids on public relations; and a statistical or research 
department, which compiles reports on hospital utilization, actuarial experience, 
and the like. 

Another way of indicating the administrative organization of the plans 
would be to say that the »peration of a plan entails a number of functions. 
These are: enrollment, billing, maintenance of subscriber records, confirma- 
tion of hospital eligibility, payment of hospitals, accounting for funds, pub- 
lic education and statistical analysis. These functions can each become the 
basis of a separate department. In most plans they are, ‘however, grouped in 
the three main and two subsidiary departments indicated above. 


ENROLLMENT 


The function of enrollment includes (a) the enrollment of new groups, and 
(b) the enrollment of additional subscribers in existing groups. 

The enrollment of subscribers in new groups entails explanation of the 
plan by the enrollment representative to the employer, persuading the employ- 
er to make the plan available tohis employees, the distribution of literature 
to the employees, explanation of the plan to them either in groups or individ- 
ually, and securing from as many as possible a signed application blank. 

The enrollment of new subscribers in existing groups consists of making 
arrangements with employers for enrollment of new employees within a certain 
period of their acceptance of employment, and for holding re-enrollments with- 
in the group. The enrollment of subscribers in existing groups tends to be 
more of a routine ‘service' function than the 'selling' of new groups, and 
some plans have seen fit to assign the two functions to separate units within 
the enrollment department. 


BILLING AND RECORD KEEPING 


The application cards from newly enrolled subscribers go to the billing 
and record keeping department which issues to tne subscriber a contract and 
an identification card. Almost all of the plans use business machine equip- 
ment, and there is now punched from the application card a billing card, which 
gives the name of the subscriber, his group and contract number, the type of 
contract which he holds, (i.e., semi-private or ward, and single person, hus — 
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band and wife, or family) the monthly charge, and such other data as the plan 
may wish to include for billing or statistical purposes. The billing cards 
are usually filed alphabetically by groups, and the application cards are 
usually filed in the same manner in an adjacent file. 

The billing cards are then run each month to.produce the group bill, two 
copies of which are usually sent to the employer, who keeps one and returns 
the other with his remittance. If an employee leaves the concern or cancels, 
his card is removed from the group billing file so that this file always main- 
tains a record of paid up subscribers in this group. 

Many plans assign a certain number of subscriber groups to so-called 
"units" consisting of two or three clerks. The personnel of each unit is re- 
Sponsible for maintenance of the records for its groups, for getting out the 
billings, for taking care of transfers between groups, or of changes in the 
type of contract held by a subscriber, and for all relations with their firms 
and with subscribers in these groups. The unit is also responsible for the 
certification of the paid up status of the subscriber in the case of a hospi- 
tal admission. The unit system decentralizes the files of subscriber records 
and centralizes responsibility for a certain group of accounts upon one or 
more persons. 

Many plans, inthe case of very large firms, have discarded the so-called 
positive method of billing (in which the bill lists each subscriber -em- 
ployee with the amount due from each) in favor of what is known as negative 
billing. Under this system the firm and the plan each maintain a file of cur- 
rent subscribers, but the plan sends no detailed monthly listing to the em- 
ployer. Instead the employer supplies the plan with changes made (employees 
added, dropped, changes in types of contracts made, etc.) in such manner that 
a complete reconciliation between the previous month's remittance and the cur- 
rent month's remittance can be made. This procedure has been found to be a 
saving for both the plan and the employer. 

Pay direct subscribers are handled by separate units. Generally the 
cards for these subscribers are placed in separate groups depending upon 
whether payment is made quarterly, semi-annually or annually. At the appro- 
priate time thecards are run to produce bills, much like utility bills, which 
are then mailed to the subscribers. The subscriber detaches the stub and re- 
turns it with his remittance. 


CONFIRMATION OF HOSPITAL ELIGIBILITY AND PAYMENT OF HOSPITALS : 

When a member is admitted to a hospital he presents his identification 

card and gives to the hospital admitting clerk such data as the plan may re- 
quire in order to identify him or her as an eligible subscriber. fhe hospi- 
tal then sends tothe plan an admission notice, giving this and other required 
data such as the admitting diagnosis and name of doctor. These admission no- 
tices are received in the hospital department and are routed to the appropri- 
ate units for the subscribers in question. ‘the clerk in the unit verifies’ the 
subscriber's paid up status and indicates on the notice whether the person is 
entitled to care and the number ot days (remaining over from any previous ad- 


mission) to which he is entitled. The clerk will also post on a card “or 
jacket affixed to the application card the name of the person admitted, the 
date of admission, and a code number for the hospital. A copy of the admis- 
sion notice with liability for the cas®& avcepted or rejected is then returned 


to the hospital. 


When the patient is discharged, the hospital makes out a bill for the 
ease. This gives the date of admission and discharge, the number of days 
charged for, the hospital's regular charges for the services rendered, and the 
amount the hospital is entitled to at the rates of payment provided by thre 
plan. This bill is matched with a copy of the admission notice and checked 
for correctness. The bill is then sent to the appropriate unit where the date 
of discharge and number of days used is posted onto the subscriber's service 
record. A hospital claim punched card is then made from’ the bill. This card 
is used in preparing the voucher, listing the cases paid for, which accompan- 
ies the plan's check to the hospital. Most plans pay their hospitals once a 
month. 


A number of plans follow a somewhat different procedure in determining 
the number of days for which a subscriber is eligible. The admission notice 
is forwarded to the unit which enters on the subscriber's service record a 
claims number. A punched card is then made for the hospital admission, this 
card being completed when the hospital bill is received. A record of these 
claims may then be run off which is consulted when any new hospital admission 
is received for this subscriber in order to ascertain the number of days for 
which he is still eligible. Alternatively the claims records are filed alpha- 
betically and this file is inspected to ascertain any previous admissions 


during the year for the member in question and the number of days used. 


These are the main operations which must be performed in the administra- 


tion of a hospital service plan. Probably no two plans perform all of these 


operations in exactly thesame way, but the essential principle is the same. 1/ 


Dee eee nn EEE EERE 


1/ An important administrative innovation is so-called blanket coverage of dependents. This pro- 
cedures was first instituted by the Buffalo plan; it is now used by some seven or eight plans and will 
probably be widely adopted. Under this procedure the plan maintains no current record of the de- 


-pendents of a subscriber. It authorizes hospital care for any eligible dependent of a subscriber 


(who has family coverage), on the basis of data on the hospital admission notice. 

This peocedure eliminates much costly record keeping. Since no record of the names of dependents 
is maintained no change of record must be made when there is a change in a subscriber's dependents, 
e.g., spouse dies or is divorced, a child is added or a child reaches the upper age limit and is 
dropped. No system for tagging the latter children as they reach the age limit needs to be main- 
tained. In a large plan the volume of these changes is enormous and they are costly to make. (The 
Buffalo plan estimated that each such change used to cost it 60 cents.) 

Under this arrangement the plan does not have a detailed count of the number of dependents; how- 
ever, this can be approximated through spot checks. Experience indicates that there are no drawbacks 
from the standpoint of possible fraudulent admissions. The method has the great advantage that it 
facilitates coverage of new born infants from the first day. Blanket coverage is only feasible under 
a dual rate structure. 
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CHAPTER 10 


THE FINANCES OF HOSPITAL: PLANS 


Biue Cross is "big business". At the end of 1945 the 80 approved plans 
in this country had tote] assets of $30,811,953, liabilities of p32, 202, Ole 
and reserves of 348,019,336. As expected, a large part of this money is cor- 
cehtrated ir a few plans. The 12 plans with over 500,000 participants had 
total assets of $50,791,944 and reserves of $30,067,661. 

The total income of the 80 plars in 1945 was $123,3833,241. Krom this ir- 
come $100,654,286 or &1.6 percent was paid to hospitals, 313,990,594 o2 12.2 
percent was used for administration and $7,688,357, 6.2 percent, wert aaeeg 
reserves. 


ee ee of. income during the past six years has been as fol- 
lows: -' * 


Hospitalization Additions 
Year Ex pense Administration to Reserves 
% to he 
1945 81.6 12.2 6.2 
1944 76.5 12.3 11.2 
1943 735.9 12.3 11.8 
1942 74.8 12.1 13.1 
1941 70.6 12.3 17.1 
1940 74.0 13.8 12.2 


It wil] be seen that since 1941 the proportion of income used for hospi- 
teulization has increased, while the percentage of income added to reserves has 
dropped. The 1445 distribution of income probably is somewhat adnorma}]. —Be- 
cause of rapidly rising: hospitul costs many plans found it) necessary to in- 
crease their rates of payment to hospitals. A good many of these plans did 
not. immeciately raise their retes to subscribers but for & certain period fi- 
naneed the increased payments by dipping into reserves. As a result 13 of the 
plans had‘a net ceficit for the year and many others had an uncomfortably 
emul) margin of net income. Appendix H gives the salient financial data for 
each of the plans. 

As might. be expected there is great variation emong the plans in the pro- 
portion of income used for hospitalization, administration, end vedditions to 


1/ Plans in the United States only. 

* As this reyort was being prepared for press, 1946 financial data for the plans became available. 
In 1946 the plans (Unitec “tates cnty) had a total income cf $168,602,501. Hospital experse amounted 
to $135,157, 308 (82.6%), administrative expenses amounted to $21,249,712 (13.0%) and acaitiors tore- 
serves, $7,195,481 (4.4%'. Total reserves at the end of tne year amounted to 256,546, 616 The data 


for the individual plans ere set forth in Appencix 
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reserves. Thus in 1945 (considering only plans in operation more than three 
full years) the percent of income used for hospitalization varied rom 59.1 
for the Sacramento plan to 103.3 in the case of the Akron plan. The percent 
used for administration varied from Akron's 6.5 to Durham's 29.32% The per- 
cent of income added to reserves varied from a deficit of 9.8 for the Akron 
plan to 26.7 for Maryland. 

Two factors which exert some infJuence on the distribution of a plan's 
income among hospitalization, administration and additions to reserves, are 
the age and the size of a plan. Administration costs, for obvious reasons, 
are relatively high during the plan's first two or three years. (In the first 
few months of operation, administrative expenses often exceed income.) Hospi- 
tal expense tends to be low during this initial period, chiefly because of the 
maternity waiting period. After two or three years hospital and administra- 
tive expense ratios tend to be stabilized and from then on it is the size, 
rather than the age of the plen, which influences these ratios. 

The size of a plan appears to exert a definite influence on the propor- 
tion of income used for administration. As indicated in Table 9 the larger 
plans use an appreciably smaller proportion of income for administration than 
do the smaller plans. There does not seem to be any clear relationship be- 


TABLES 


Distribution of Income by Size of Plan, 1945. 
(Does not include plans in opera- 
tion less than three full years) 


ADMINIS-]| ADDITIONS 
SIZE GROUP HOSPITAL] TRATIVE TO 
NO. OF PARTICIPANTS EXPENSE | EXPENSE] RESERVES 


OVER 500,000 (12 PLANS) 
200,000 TO 500,000 (12 PLANS) 
100,000 105200,000. (23 PLANS) 
UNDER 100,000 (28 PLANS) 


tween size of plan and proportion of income used for hospitelization, although 


in both 1945 and 1944 the largest plans -- those with over 500,000 partici- 
pants rE, used more of their income for hospitalization than any other size 
group.- 


FACTORS AFFECTING THE HOSPITALIZATION EXPENSE RATIO 


Table 10 shows the distribution of plans according to proportion of in- 
come used for hospitalization. What factors are responsible for the wide 
variation? 


a ES 


2/ Not counting the New Mexico plan (1945 administrative expense ratio 52.8 percent) which although 
in i aera as a local plan for several years was reorganized as a state-wide planand first approved 
in . 


3/ In 1944, the proportion of income used for hospitalization by the plans of different size groups 
wes as follows (plans in operation less than three full years excluded): Over 500,000 participants, 
78.2 percent; 200,000 to 500,000 participants, 76.1; 100,000 to 200,000 participants, 72.5; 50,000 to 
100,000 participants, 70.7; and under 50,000 participants, 73.0. 
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TABLE 10 


Distribution of Plans According to 
Proportion of Income Used 
for Hospitalization, 1945 
(Does not Include Plans in Opera- 
tion Less than Three Full Years) 


PERCENT RANGE NUMBER OF PLANS 


1/ Excludes New Mexico plan. 
See footnote 2. 


The plan's per diem payments to hospitals, the duration of benefits, and 
the hospital utilization rate among its subscribers, determine the amount of 
hospitalization expense. A plan's subscription rates affect the ratio of this 
expense to income. If two plans spend the same amounts per subscriber for | 
hospitalization but one has more income per subscriber than the other, the 
first will have a lower hospitalization expense ratio than the second. 

The proportion of its income that a plan utilizes for hospitalization 
expense or for additions to reserves depends in part upon circumstances but 
in the long run reflects, very largely the policy or philosophy of the plan. 
Naturally these proportions are affected by the percent of income which the 
plan has to use or chooses to use for administration. In any particular period 
a plan may use for hospitalization a higher or lower proportion of its in- 
come than it had counted on, owing to hospital utilization or per diem costs 
of hospital care, being higher or lower than had been anticipated. But inthe 
long run a plan tends to adjust its rates, its subscriber benefits or its pay- 


ments to hospitals so that the proportion of income used for hospitalization fe: 


or, conversely, added to reserves, more or less reflects conscious policy. 
The plans have pursued different policies in this regard. Some, as for 
example the Michigan plan, which over the three years, 1943-5, used 88.7 per- 
cent of income for hospitalization and only 1.4 percent for reserves, have 
thought it best to keep reserves at a minimum and to return to the subscriber 
in current benefits as large a proportion of his subscription dollar as pos- 
sible. Other plans, with the same social motivation, have preferred to steer 
what they regarded as a safer course. At the opposite extreme are plans like 
the Sacramento plan, (which in the years 1943-5 has put 56.3 percent of income 
into hospitalization and 18.9 into reserves) which have probably retarded 


their growth by returning so little in benefits to their subscribers. 
The policy pursued in this regard very largely reflects the temperament 


of the plan's director and the leading figures on the board. It. reflects alee 
so the degree of backing given by the plan's hospitals. A plan which is firm- 
ly underwritten by its member hospitals can afford to have less reserves than 
one which is not underwritten by its hospitals and must depend solely on its 
own reserves for financial security. The policy pursued also reflects past 
experiences. The New York plan was "burned" by its experience in 1939 and for 
several years thereafter pursued a guite conservative policy. 
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FACTORS AFFECTING ADMINISTRATIVE EXPENSE RATIOS 


In the aggregate the plans use 12.2 percent of income for administration. 


But the variation in this regard, as Table 11 shows is great. One mature 
plan operated on less than 7 percent of income, while 5 plans (over three 
years old) used over 20 percent of income for administration. What is the 


explanation of this variation? 


TABLE II 


Distribution of Plans Accord ing to 
Percent of Income .Used for Adminis- 
tration, 1945 


(Does not include plans in opera- 
tion less than three full years) 


PERCENT RANGE NUMBER OF PLANS 


UNDER 


1/ Does not include New Mexico plan. 


See footnote 2. 


One guite important factor is the plan's rates and benefits. Some plans 
provide predominantly ward care or give only partial benefits to subscribers, 
and their subscription rates are correspondingly lower than those of other 
plans. Yet these plans must go through practically the same administrative 
procedures -- the enrollment of new subscribers, the keeping of subscriber 
‘records, paying hospitals, etc., as the plans with greater benefits and high- 
er income per subscriber. The cost of performing these administrative proce- 
dures, in terms of dollars and cents per subscriber per year, is about the 
same whatever the dollar value of the benefits provided. The result is that 
plans with restricted benefits and low rates tend to show higher administra- 
tive expense ratios than plans with comprehensive benefits and high subscrip- 
tion rates. 

That percent of income used for administration and annual cost of admin- 
istration per subscriber do not necessarily go together is shown by the data 
of Table 12. It is evident that a low administrative cost ratio is not in 
itself an index of administrative efficiency. It may simply indicate that the 
plan has a relatively high income per subscriber. In some respects adminis- 
trative costs per member are a better index of high or low cost of administra- 
tion. 

in pari, tiereLrore, the variation in administrative expense ratios among 
the plans may simply reflect differences in income per subscriber. In, part 
the variation is due to differences in managerial talent among the plan di- 


rectors -- some plans are administered more efficiently than others. The size 
of the salaries which the plan chooses to pay affects administrative cost, and 
some plans pay more than others for about the same talent. A few pluns are 
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TABLET 2 


Comparison of Administrative Expense Ratios and 
Annual Administrative Costs per Subscriber for 
a Number of Plans, 1945. 


PERCENT OF INCOME 
USED FOR 
ADMINISTRATION 


ANNUAL ADMINISTRATIVE 
COSTS PER 
SUBSCRIBER =/ 


PLAN 


Be 


CLEVELAND, OH!O .0 O. 
RHODE ISLAND 8.8 0. 
COLORADO LOxt 0. 
MICHIGAN 10.5 0. 
MINNESOTA re Sek 0. 
KINGS PORT, TENN. hs Pe, 0. 
ROCHESTER, N. Y. 135 0. 
SAVANNAH, GA. 11.9 1. 
DE LAWARE Le. 0 0. 
NORFOLK, VA. 13-0 ibm 
NEW YORK, N. Y. 1229 des 
OAKLAND, CALIF, EG. as 
ASHLAND, KY. ¥o.7 ie 
LOS ANGELES, CALIF. 19.0 12 
CHA REI ELEN CO. 4 Te, 


1/ Administrative expenses tor the year divided by the average 
of the number of participants at the beginning and end of the 
year. Appendix H gives this information for each plan. 


2/ These plans issue both hospital and medical contracts. and 
the costs shown include administration of both contracts. 


subject to taxes from which other plans are exempt. Thus the plans in Cali- 
fornia all must pay a 21/2 percent premium tax. The type and size of the 
area served makes a difference. A plan which serves a large, sparsely settled 
area will, other things being equal, have far higher costs for travel, tele- 
phone, etc., than a plan which serves a densely populated metropolitan area. 

Acguisition costs in some plans are a very large part of all administra- 
tion costs, and these costs vary greatly from plan to plan. Figures for a 
few plans for which these data are available are presented: 4/ 


Administrative Total 
Acquisition Expense other than Administrative 
Plan Ex pense for Acquisition Expense 
(%Z of Income) (% of Income) (4 of Income) 
Rochester 1.4 9.4 10.8 
Alabama 4.6 10.3 14.9 
Texas 6.3 14.2 20.5 
Sacramento 9.5 14.4 23.9 
Hunt ington 11.3 11.4 22.7 
Chapel Hill 8.3 11.9 20.2 
Dur ham 14.8 11.0 29.8 
Kansas tod 10.1 Lae 
De laware Sex 14.4 17.6 
Massachusetts 2.4 9.2 LEG 


: i i i hat it includes an unduly high 
4/ The data are for either 1943 or- 1944. This sample is defective in t nudes” 
proportion of plans with high administrative costs. For the plans as a whole acquisition costs prob- 
ably run at about 2 to 3 percent of income. 
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It is apparent from these figures that differences inacguisition expenses 
account for a considerable part of the variation in administrative costs 
among plans. Acquisition costs, as a percent of income, are especially heavy 
in a new plan. ‘They are apt to be far greater for plans serving rural, than 
for those serving urban areas. They will be greater where the average size 
ot enrolled groups is small than where it is large. . 

The size of a plan affects administrative expense. In general the larger 
plans use 'a smaller proportion of income for administration and have a 
smaller administrative expense per member than do the smaller plans. That 
larve size seems-to make for economy of administration may seem to be belied 
by the fact that there are a considerable number of. small plans with quite 
low administrative expenses per member and administrative cost ratios. low- 
ever, with few exceptions these plans serve a very restricted area and. they 
have had for years a very slow growth. In some cases these small plans ap- 
pear tohave achieved low operating costs by economizing on enrollment efforts. 


thy is it that the smaller plans do not appear to be able to operate as 
cheaply as the larger ones? [n part it is due to-the Tact that: the plans 
must incur certain fixed or overhead charges and these charges, at least up 
to a certain point, do. not increase proportionately with the size of the plan. 
thus in '944, the salary of the director of the smallest plan amounted to 9.4 
rercent of that plan's total income, whereas the very much greater salary of 
the director of the largest plan amounted to 5ut 16/1N0's of one percent of 
that plan's incore. ‘the plans must jncur expense for office rent, telephone, 
Fight, etc., anu these expenses tend to be proportionately greater for a 
emall than for a mouverate sized plan, though after a certain size is reached 
‘these expenses probably increase more or less proportionately. If a small 
plan uses mechanical tabulating equipment, the expense for this equipment 
will remain fixed regardless of number of members until the plan reaches that 
Size at which additional equipment is needed. fhe smaller plans cannot 
achieve the ful] advantages of specialization; they cannot at ford. as: 20. cue 
larzer plans, to have one person assigned to publicity, another to hospital 
relations, etc. Small plans tend to have less prestige and secure less pub- 
licity tiian larger ones, simply »vecause they are small. 


The administrative expenses of the Durham plan (29.3 percent in 1945) 
are so far out of line as to call for special note. Primarily the explanation 
lies in the fact that this plan in addition to its regular contracts oifers 
an "industrial insurance” type of contract. These latter contracts are sold 
on a commission basis by agents who collect the premiums weekly. Acquisition 
and administrative costs on these contracts run close to 50 percent. The 
plan's defense of these contracts is that they enable it to reach low income 
subscribers who could not be reached on any other asis. 

In considering administration costs it should be borne in mind that a 
iow administration expense ratio or a low cost of administration per sud- 
scriber do not necessarily indicate efficient administration. Efficient admin- 
istration is indicated both by cost of administration and the results of ad- 
ministration -- the latter probably being best reflected in the growth of the 
plan. Some plans have achieved a low cost of administration by employing few 
enrollment representatives. Still others have achieved a low cost by skimp- 
ing on certain services which in the long run are necessary for intelligent 
operation of the plan. The efficiently conducted plan is one that has a good 
record of achievement and a low cost of administration. 


a 


100 


RESERVES 


The following figures show the distribution of plans according to percent 
of net income, i.e., percent of income added to reserves. Both 1945 and 1944 


figures are given since the 1945 experience, for reasons previously indicated, 
is probably abnormal. 


Percent of Income Number of Plans 
Added to Reserves 1945 1944 
Deficit 13 3 
0.0 to 5.0 21 9 
5.1 to 10.0 24 19 
105-1 fo 15.0 5 Ma § 21 
15.1 to 20.0 € 11 
20.1 to 25.0 3 8 
2o.1 to 80.0 1 2 
Total 80 yee 


1/ Data for 3 plans not available. 
The reasons for the variation among the plans have to some extent al- 
ready been dealt with. From one point of view, additions to reserves may be 
thought of as the residual after hospitalization and administrative costs have 


been met. Perhaps, however, it is more realistic to view additions to reserves. 


as a determining factor: in the long run the plan decides what margin oF 
net income it wants and then adjusts its rates and benefits so that it will 
have this net income. Ordinarily a plan will try to put into reserves in any 
current period the amount reguired in order gradually to build reserves up to 


or maintain them at, the level the plan believes is desirable. 


At the end of 1945 the plans had aggregate reserves equal to $2.54 per 
participant and sufficient to meet hospitalization expense for 5.3 months for 
the then current number of participants (See Appendix H). Table 13 shows the 


distribution of the plans according to reserves per participant and reserve-— 


months of hospitalization. Some plans it will be seen have almost no reserves 
~- one plan which has been carried by its member hospitals is in debt to them, 
On the other hand, there are a few plans with reserves sufficient, without 


further income, to provide hospitalization to the then current number of sub- 


scribers for over a year. 

What is an adequate reserve? This depends on a number of factors. It 
depends first and foremost upon whether the plan is firmly underwritten by its 
member hospitals and upon whether or not they are willing in effect, to make 
temporary loans to the plan to carry it over any period in which expense ex- 
ceeds income. For example, when the manager of the Kansas plan was employed 
he was told by his board that they wanted the plan run without large reserves. 
In other words the hospitals not only agreed to guarantee the benefits but 
they were ready, if need be, to take fluctuating payments in order to permit 
the plan to pay out close to 100 percent of current income in benefits and 
administration. 

The hospitals of most plans contractually agree to underwrite the plan, 
but generally they want the plan run so that they can count on steady and as- 
sured payments, in other words so that the possibility of their having to 
make good on their guarantee of benefits will be a remote contingency. lI'ence 
the plan needs a reserve to cushion the impact of any temporary unfavorable 


ath eS la. per nates sear ence 
AY apy v4 Q ” pe 


fie 
a 


*s 
; 


i Se A 
hen Sn ee 


dae. 
—_ 


gees ocuel Pcckae 


cattle ladle 


FL ee ee 
oe a 
ert wrt 
; i. 
ro eh 


Cae 


TABLE: 13 


Distribution of Plans According to 
(A) Dollar Reserves per Participant, and 
(B) Number of Reserve-Months of Hospitalization, 
December 31, I945 


(Does not Include Plans in Operation 


Less than Three Full Years) 


B. Reserve months of 
Hospitalization 


A. Dollar Reserves 


per Participant 


RESERVE-MONTHS OF 


HOSPITALIZATION 2! 


NUMBER 
OF PLANS 


NUMBEK 
OF PLANS 


DOLLAR RESERVES 
PER PARTICIPANT 


$ 


(montr) 


CESS TRANS OOC ra LESS THAN O I 
OGr—s- 49 mi <a eS + 
6 ; & tek sae ow? 4 
SOY Ree LS ey, si fe ie Sens OB g 
Fa 0 ed ee g 35 G5e > 385 é 
2.00 .+- 2.49 4 4.9 4.9 5 
oth 0+~ 2.99 7 FO Pee en 1# 
5,00 = 3.49 5 Re iel. pon ces 4+ 
34502 = 3999 7 Fy eae pe 7 
4.00 - 4.49 2 a -- = - 8.9 7 
4.50 - 4.99 1 9.0 9.9 3 
500 = B49 2 TOs a0 59 i 
5.5! 5 3 WE ar tt 2 
6.¢ 6 } 1205 Oise 2 
int 6 i’ se a? ees Z 


1. average monthly hospitalization experse per par- 
ticipagt tines tle current bunber of participarts 
iV 10460 intG tetel reserves, 2 opecifrvenis 7%, tis 
figures fcr eack plan (See Appendix bh) were obtained 
by dividing the average number of participarts dur- 
ing the year (average of nunber cf péerticipants at 
the beginning ara end of thre year) intc cre-twelfta 
of the year's total tespitalization expense. The 
result multipliec ty the nunber of participatrts on 
January 1, 1946 was divided into tctal reserves as 
ct that date. 


2: Full data oot available for tkree plans. 


experience and to prevent this experience resulting in reduced payments to 


hospitals. 
At the other extreme are plans, such as the Sacramentoand Oakland plans, 


which are not underwritten by the member hospitals (such was the situatYon at 


the time of the survey visit) and where these hospitals really undertake no 
obligation whatever to the plan. These plans have to stand entirely on their 
own financial legs. Hence they maintain large reserves -- $6.78 per partici- 
pant in the Sacramento plan, $5.58 in the Oakland plan. 

The reserve needed by a plan also depends upon its ability to make ad- 
justments quickly -- upon whether or not.it can change the subscription rates 
and benefits on short notice. Some plans have subscriber contracts which run 
for a year's period, and the plan can only change the subscription rates and 
benefits at the expiration of the contract. Such a plan, when it determines 
that a change in rates or benefits is necessary, can only make the change 
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gradually over a year's period -- replacing each subscriber's contract as it 
expires. These plans need more reserves than the vast majority of plans which 
can change subscription rates and benefits on short notice or without notice. 
(As of July 1945, three-fourths of the plans had contracts which could be can- 
celled or revised on 30 days notice or less, and the whole trend has been in 
the direction of such provisions, as opposed to contracts which can only be 
cancelled or revised at the end of the contract year.) 

A plan which is at liberty to change its contracts on 30 days notice or 
less could institute a rate change in two to four months, i. e., it would re- 
quire this period of time to inform all subscriber groups of the change, re- 
enroll subscribers at the new rate (when this is necessary), change its bill- 
ing cards, etc. 

The contingencies against which a plan needs or might seem to need re- 
serves are the following: (a) sudden increase in hospital utilization owing 
to a public disaster or epidemic; (b) sudden increase in utilization owing to 
various other contingencies; (c) unanticipated increase in per diem hospital 
costs; (d) gradual increase in hospital utilization owing to changes in medi- 
cal practice, greater tendency of the public to seek hospital care, etc. 

Any conceivable public disaster would probably entail but a small over- 
all increase in hospital utilization. This is so because the need for hospi- 
talization owing to such a disaster would probably exist only for a few weeks 
following such a disaster, and because the amount of care which could be pro- 
vided in regular hospitals is limited by existing hospital capacity. Hospi- 
talization in emergency facilities would probably be provided by public au- 
thorities at no cost to the patient or the plan. A plan which served a whole 
State or a large metropolitan area would probably feel the consequences of a 
public disaster less than one which served but a small community. 

Possible increases in hospitalization due to an epidemic tend to be lin- 
ited by the following facts: (a) certain types of infectious disease cases 
are ordinarily not admitted to general hospitals, (b) hospital capacity at 
any one time is limited and an increase in admissions of epidemic disease 
cases is apt to be offset by a decrease in admissions of other cases, and (c) | 
an epidemic in any one community is not likely to last more thanafew months. 
An epidemic which filled all hospitals in a community to 110 percent of nor- 
mal capacity for three months would probably result in excess hospitalization 
expense to a plan equal to between 1% and 2 months' normal utilization. 

No epidemic in recent years in this country has resulted (so far as we 
have been able to ascertain) in any appreciable over-all increase in hospital 
utilization. Epidemics of infantile paralysis, typhoid, meningitis, etc., 
which may receive considerable newspaper publicity at the time have not been 
important from a hospital utilization standpoint since the number of cases 
has been negligible in comparison with the ordinary hospital admissions. 
While the influenza outbreak of the winter of 1943-1944 resulted in an 
increase in the percentage of admissions of influenza and pneumonia cases 
from an ordinary level of 5 percent to a peak in December 1943 of 18 percent, 
it did not result in any increase in total admissions. In fact the over-all 
admission rate was less in December 1943 than in December 1942 or 1944. 

A plan needs a reserve against various other contingencies which nee 
suddenly increase hospital utilization rates. Thus utilization might be in- 
creased because of unsound enrollment methods, by provision of greater bene- 
fits, the addition of a medical plan, greater availability of hospital facil- 
ities, etc. (Since the war the plans have experienced an increase of 10 per- 
cent or so in hospital utilization rates.) It has been factors of this sort 
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and increases in per diem costs of hospital care, not epidemics, which have 
been responsible on past occasions when plans have gotten into difficulties, 


A reserve is necessary to give a plan time to revise its rates in case 
of an increase in per diem hospital costs. The reserve for this purpose will 
need to be larger in a period of unsettled economic conditions, when price 
levels are rapidly changing, than in a period .of relatively stable prices. A 
plan which pays its hospitals on a regular charge basis, with no control over 
increases in charges, will of course need far larger reserves than one which 
pays its hospitals on a fixed per diem basis. If the plan's contract with 
hospitals holds for a specified period, say, a year or six months, then a _ 
plan which pays its hospitals on a fixed per diem basis need maintain only 
small reserves against increasing hospital costs. If negotiations with hos - 
pitals result in a sizeable increase in per diem hospital payments, the plan 
will have had adequate notice and can institute an increase in subscription 
rates to compensate. 

It would not seem necessary or desirable for a plan to maintain reserves 
against the long run effects of gradual upward trends in hospital utilization 
rates owing to increasing age of the population, changes in medical practice, 
greater tendency on the part of the public to use hospitals, etc. Increased 
utilization due to such developments can be taken care of by rate revisions 
in due course. But a plan does need reserves to give it time to institute 
rate revisions as the short run effects of these trends become manifest. 


It should be emphas ized that in these hospital service plans the purpose 

of a reserve is not to guard against future long time contingencies but rath- 

er to give the plan a "breathing space" in case of the development of an un- 

favorable experience -- to give it time to adjust its rates, he sas or pay- 
ments to hospitals so as to regain a sound basis. 

As a yardstick for the purpose of appraising the adequacy of present re- 

serves let it be assumed that a plan which has been putting 5 percent of in- 


come into reserves suddenly experiences an increase in hospitalization ex- 


pense of, say, 25 percent and finds itself with a deficit of 15 percent of 
monthly income. A plan with reserves equal to 35 percent of current annual 
income -- which was the approximate situation of all the plans together at 
the end of 1945 -- would have 28 months in which to assess the causes for the 
development and make the necessary adjustments, i.e., cancel out the unsound- 
ly enrolled groups, revise subscription rates or benefits, or hospital pay- 
ments. Assuming developments resulting in a deficit of 3O percent of monthly 
income, a plan with reserves equal to 35 percent of current annual income 
would have 14 months to make the necessary adjustments. 


In 1942 the Blue Cross Commission recommended that plans maintain re- 
serves equal to five times monthly income or seven times monthly hospital ex- 
pense, whichever was the greater.2/ In the 1946 revision of the American Hos- 
pital Association's standards of approval it was specified that plans, in the 
absence of hospital-responsibility for contract benefits, should maintain re- 
serves equal to 25 percent of current income. Both of these standards - the 
latter, of course, is a minimum - seem reasonable in the light of current 
knowledge. At the end of 1945 the plans, with reserves equal to 5.3 months 
of hospitalization, were maintaining less reserves than the Commission had 


5/ For the basis of this recommendation see, Norby, Maurice, J., Blue Cross Contingency Reserves: 
heir Amount and Adequacy, Hospitals, March, 1942. ? atk! 
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earlier recommended. However, with aggregate reserves equal to approximately 
35 percent of current annual income they were well above the minimum standard 
quite apart from the factor of hospital guarantee of benefits. 


FINANCIAL SOUNDNESS OF THE PLANS 


It is obvious that most hospital plans are in a strong financial posi- 
tion. Not only are most -- two-thirds -- of the plans contractually under- 
written by their member hospitals, but most plans have reserves which would 
seem to be adequate to provide against all possible contingencies, quite apart 
from the backing of their member hospitals. 

However, it is equally obvious, as an examination of Appendix H will 
show, that certain plans do not share this strong position. For example, at 
the end of 1945 there were seven plans -- Montana, Florida, Washftngton, North 
Dakota, Kansas, Indiana and Michigan -- which had reserves equivalent to less 
than one month's hospitalization expense. Unless these plans were firmly and 
contractually underwritten by their member hospitals, they were in a weak fi- 
nancial position. Of these plans, three -- Michigan, Kansas and Washington -- 
were visited during the survey and were found to be contractually underwrit-—- 
tem by their member hospitals. Copies of their hospital contracts (as of 
January 1947) have been obtained from the other four plans. All four plans 
are definitely and firmly underwritten by their member hospitals. 

An examination of the financial position of the individual plans also 
shows that some plans have piled up reserves beyond need. These plans have 
carried caution to excess. It may be seen that some of the plans with the 
largest reserves have a relatively poor enrollment record. By charging rela- 
tively high rates or giving relatively small benefits they have presented a 
less attractive proposition to the public than other plans and the public's 
response has been correspondingly less enthusiastic. 


ARE THE PLANS GENUINELY NON-PROFIT? 


The plans declare themselves to be non-profit organizations. Is the ac- 
tual operation of the plans in accordance with their declared character? In 
practice is there any tendency for those in control of the plans to use them 
for their private profit? Is there any tendency for the managerial staffs of 
the plans to be paid salaries which are inconsistent with the non-profit char- 
acter of the plans? . 

In the course of the survey no audits of plan finances were made; the 
financial statements prepared by the plans were depended upon. In no instance 
among the 39 plans surveyed was there any reason to question the fundamental 
- non-profit character of the plan. A few instances were observed in which di- 
rectors of plans secured some remuneration or advantage from the plan. it 
two instances -- perhaps there are others -- a member of a plan's board served 
as legal counsel for the plan and was paid for his services. This fact 
was known to all the other members of the board and quite probably the legal 


services provided were worth many times what the plan paid for them. Ina 
number of instances plans had funds on deposit with banks of which an of fi- 
cial was a member of the plan board. Were again this fact was known to the 


other members of the board. In some of these cases the plan had funds on de- 
posit with practically every large bank in the city and not to have used the 
bank in question would have constituted a discrimination. In some instances 
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the plan was using this particular bank before the officer in question became 
a director of the plan. It is not suggested that any of the instances cited 
were improper. Situations of this sort however do point to the need of the 
plans to formulate what might be termed codes of ethics governing cases in 
which there are or may be financial relationships between the plan and in- 
dividual members of its board.®/ 

Complete data on the salaries of plan directors were not obtained. How- 
ever, the following table showing the salaries (at the time of the survey 
visit) of the directors of certain of the surveyed plans, classified accord- 


ing to size, probably gives a representative picture. 


TABLE I4 


Salaries of Plan Directors 
(At time of survey visit - March 1944 - February 1945) 


SIZE OF PLAN (Number of Members) 


AMOUNT SALARY 
200,000 | 100,000 50,000 


TO TO TO 
500,000 } 200,000} 100,000 


$20,000 
15,000 
12,000 to $14,900 
10,000 
9,900 9 999 
8,000 8,999 
7,000 | ay ae 
6, 000 6,499 
5, 000 5,999 
3,000 


On the whole the salaries paid to the plan directors seem to be reason- 
able in view of the responsibilities involved. It is true that there are a 
few cases where the salary seems to be out of line. Some directors are far 
better compensated than others considering their ability and the size of their 
plan. But on the whole it does not appear that the management of these non- 
profit plans is being unduly rewarded. 


6/ In at least two instances, the executive directors of plans are members of the board of 
directors. This may or may not be a desirable practice. 
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CHAPTER 11 


CANCELLATIONS 


Cancellations, i.e., terminations of subscriber memberships, are an im- 
portant factor in the operation of Blue Cross plans. In a mature plan with 
large membership, Sizable numbers of new members must be enrolled each month 
or year solely to offset the steady loss of persons who for one reason or 
another leave the plan. For example, the Rochester plan in 1943 enrolled 
40,000 new persons, lost 20,000 through cancellations, and thus had a net 
gain in enrollment of only 20,000. The Kansas City plan, to take an extreme 
example, in 1944 enrolled 30,000 new persons, lost 26,000 old members and 
made a net gain in enrollment for the whole year of only 4,000. In short, 
some plans must make strenuous enrollment efforts to 'bail out the boat 
faster than it is leaking'. Cancellations entail increased enrollment and 
other administration costs. They also may tend to affect adversely a plan's 
selection of risks. 

The plans do not use uniform procedures in the compilation of statistics 
on cancellations. Each plan appears to have its own working definition of 
what constitutes a cancellation. The definitions of the plans differ in de- 
tail so that one plan will count as a cancellation what another plan would 
not consider to be a cancellation.+/ For these reasons the present cancella- 
tion rates of the plans are probably not strictly comparable. However, the 
rates, such as they are, do tend to show the magnitude of the problem. 

Annual cancellation rates (number of participants cancellec divided by the 
average number of participants during the year) were obtained for 27 of the 
plans visited. The lowest rate was 9.3 percent; the highest 30.6 percent; 
the median rate was 16.0 percent. The distribution of the plans according to- 
their rates was as follows: 


Rates Number of Plans2/ 
% 

9 = 11.9 6 
12 - 14.9 5 
1h. L729 5 
18 - 20.9 J 
a1 = 23-9 3 
24 - 26.9 2 
27 - 29.9 2 
30 - 32.9 ac 

All eg 


1/ For example, the following may or may not be treated as cancellations: a child reaches 19 and is 
dropped from a family contract; a subscriber dies but his wife and children continue under a family 
contract; two holders of single contracts convert their contracts.into a husband and wife contract. 
2/ Data are for either 1943 or 1944, mainly the former. In most cases the rate was derived by the 
rough and ready method of dividing the number of participant cancellations by the average of the num- 
ber of participants at the beginning and end of the year. 
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The four plans with the highest rates were the Kansas City (30.6%) , 
Chapel Hill (28.3%), Durham (26.6%), and New Orleans (27.0%) plans.’ Very 
high labor turnover in war industries probably accounted for the high cancel- 
lation rates in the Kansas City and New Orleans plans. The high rates for 
the two North Carolina plans may perhaps be explained in part by the fact 
that both use enrollment agents paid on a commission basis, (a practice which 
tends to make for high pressure selling). Both of these plans also have 
special contracts for farm families who are borrowers from the Farm Security 
Administration and among whom the cancellation rate is very high (in one of 
the plans 65%). | 

REASONS FOR CANCELLATIONS 


A few plans keep track of the reasons for cancellations. The following 
are derived from data of the Rhode Island plan for the year 1946: 


Reason for Cancellation Percent 
Dropped membership when left group Teed 
Transferred to another plan y Ses 
Entered military service on 
Deceased . 1.0 
Dropped voluntarily oye 4 
Dropped for non-payment 21.5 
Dependent child reached 19 3.3 


Total | 100.0 


Below are figures from the St. Louis plan: 


year Year 
Reason for Cancellation 1942-3 1943-4 
qo Io 
Left employ of concern 59.3 68.0 
befrtcity. 1.5 6 
Non-payment 7.8 5.6 
Deceased 1.4 1.9 
Took another policy ny: 1.1 
Military service Oso 12.8 
Miscellaneous 8.4 10.0 
All 100.0 100.U 


The Philadelphia plan reports the following for the year 1942. This 
plan does not differentiate between cancellations due to non-payment of sub- 
Scription charges when a subscriber leaves his place of employment and non- 
payment under other circumstances. 


Reason for Cancellation Percent 
Non-payment of dues 64.0 
Suspended for military service 23.5 
Merged with another contract 6.3 
Subscriber deceased 3.1 
Subscriber left Philadelphia area 3.1 
All 106.0 
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It will be seen that a majority of all cancellations occur when a sub- 
Scriber leaves the employ of the concern where he has been enrolled. Most 
cancellations, therefore, reflect the Shifting of workers from job to job and 
from place to place. If a subscriber who leaves his place of employment im- 
mediately takes a new job with a concern which has a group, he may request 
transfer to this group, in which case his subscription continues without 
break. If the new concern does not have a group, the subscriber's membership 
will lapse unless he chooses to go on "direct payment". Even if the new con- 
cern does have a group, a good many subscribers fail to request transfer but 
let their membership lapse and probably re-enroll when this concern is again 
re-solicited for members. 

When a plan is notified by a concern that the subscription charges for a 
certain member are not being paid because the subscriber has left its employ, 
the plan will usually send this subscriber at his home address a notice that 
membership can be continued by payment of charges directly to the plan, and a 
bill for the first three months' charges. Usually only about half of those 
thus solicited pay this first bill and thus go on "direct payment". Among 
those who do choose to continue membership on this basis, the subsequent rate 
of cancellation is also high. 

The plans report that few subscribers who are on a payroll deduction 
basis ever request the plan to discontinue their membership or request the 
concern to cease deducting the charges from their pay. In other words, de- 
liberate cancellation by a subscriber on payroll deduction, because he de- 
cides that the plan is no longer worthwhile, is rather rare. 


PAST TRENDS IN CANCELLATION RATES 


Cancellation rates greatly increased during the war years due to the in- 
duction of men and women into the armed services, the increased mobility of 
the population and the great increase in labor turnover.?/ The 1943-1945 
rates 6f most plans were anywhere from 50 to 150 percent higher than these 
same plans experienced before the war. For example the St. Louis plan reports 
the following figures: 


Year Percent Year Percent . Year Percent 
1936-37 10.2 1939-40 10.2 1942-43 20.9 
1937-38 10.0 194vV0-41 12.5 1943-44 15.6 
1938-39 9.3 1941-42 15.4 1944-45 14.4 

1945-46* Li. 
April 1 - Dec. 31, 1946 10.3 


*Fiscal year ends March 31st. 


A OL LR ER 


8/ The United States Department of Labor reports that monthly separation rates inmanufacturing plants 
in 1939 ranged between 2.6 and 3.5 separations per hundred workers employed. In 1943 the comparable 


monthly rates were 6.6 and 8. 6. 
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Yhe Delaware plan reports the following: 


Contract Cancellations Member Cancellations 
Year Per- Contract Year Per Member Year 
(percent) (percent) 
1939 c= Gi1 
194U 6.Y Gar 
1941 a UB ee | 9.8 
1942 oY pa 14.9 
1943 LeU 14.7 
1944 15.7 14.7 
1945 1B ; is. 
1946 14.1 14.3 


Cancellation rates reached a peak in the months immediately following V- 
J day, and have since begun to decline. 


CANCELLATION AND LENGTH OF MEMBERSHIP 


the rate of cancellations is greatest among new subscribers. Conversely, 
the longer’a subscriber stays with a plan the less likely he is to cancel. 
This is illustrated by the following figures from the Maryland plan covering 
the years 1937-8 to 1945: 4/ 
Rate of Cancellations 


ear oF Nemouship lite Ber00 Nene ne 

Ist year 19.90 
2nd year 15.29 
3rd year : 10.25 
4th year 8.27 
oth year 6.68 
6th year 3.65 
7th year 4.32 
8th year 3.45 

Total 12.61 


EFFECT OF CANCELLATIONS ON SELECTION OF RISKS 


Data from various plans indicate that cancellation rates are greatest 
among single subscribers and are less among husband and wife and family sub- 
scribers. Cancellations are, therefore, greatest among those from whom the 
plans ordinarily derive the largest margin of income over hospitalization ex- 
pense. That the more advantageous risks tend to cancel and the least advan- 
tageous tend to retain membership is also shown by the fact that the rate of 
utilization among group conversion members (those originally enrolled in 
groups who haveconverted to direct payment) is often 50 to 100 percent higher 
than tor the whole body of subscribers. The explanation of this, of course, 


4’ J. D. Colman and H. V. Keyser, 4 Study of Cancellation and Conversion Kxperience, Associated Hos- 
pital Service of Baltimore, October 10, 1946. 
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is that those who will Shortly need maternity care or who know of’ some condi- 
tion requiring hospitalization will tend to retain their membership when mak- 
ing a change of employment. The tendency of cancellations to lower a plan's 
quality of risks would be serious if cancellations were not offset by new 
membership. In practice, however, they are. By constantly increasing en- 
rollment the plans are continually refreshing their average quality of risks, 


in other words they are constantly enrolling or re-enrolling the better risks 
whom they lose through cancellations. 3 


WAYS AND MEANS OF REDUCING CANCELLATIONS 


During recent years the plans have taken greater interest in the problem 
of cancellations. Because the rate of cancellation among "direct payment" 
Subscribers is high and the costs of collecting subscription charges in: tiigs 
manner is higher than through payroll deduction, a number of the plans have 
taken steps to encourage direct payment subscribers whenever possible to 
transfer to groups. (Some subscribers who go on direct payment after leaving 
an employed group, stay on this basis even though subsequently they take em- 
ployment at a place with an enrolled group.) One device being resorted to 
more and more frequently is to impose an extra "service" charge ondirect pay- 
ment subscribers so as to give such subscribers an incentive to transfer to a 
group when they can. 

In order to keep cancellations at a minimum during the reconversion period 
following V-J day many of the plans took special measures. First through 
newspaper stories, advertisements, radio announcements, posters inplants, 
etc., these plans broadcast the message to the public that membership could 
be retained when changing employment. Emphasis was placed both on the advan- 
tages of retaining membership and the means of so doing. Secondly, special 
efforts were made to reach employees about to be laid off. With the coopera- 
tion of management, transfer forms were distributed among such employees and 
enrollment representatives were stationed in the personnel offices during the 
mass termination period. Concerns were requested to allow extra or double 
deductions from the separation pay and promptly to transmit to the plans in- 
formation on employee terminations and the home addresses of terminated em- 
ployees. - 
It is probable that a good many of the plans will make continuing use of 
the techniques developed during the reconversion period in order to hold can- 
cellations to a minimum. The idea is gaining currency that cancellation rates 
can be affected by plan policy. The main occasion for cancellations is change 
in employment. The extent of cancellations on these occasions depends upon 
education of the subscribing public as to the advantages of retaining member- 
ship and the means of so doing. | 
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CHAPTER 12 


HOSPITAL UTILIZATION EXPERIENCE 


The purpose of this chapter is not to give an exhaustive study of the 
actuarial experience of Blue Cross plans, but to present those few basic 
facts concerning hospital utilization experience which are necessary for an 
understanding of the operation of the plans. 


ADMISSION RATES, LENGTH OF STAY, DAYS UTILIZED 

The early Blue Cross plans established their rates and benefits on the 
calculation, based on various studies, that in any one year one out of every 
ten participants would be hospitalized, that the average length of stay per 
case would be 1U days, and that the overall utilization of care would be one 
day.per participant per year. The per diem cost of the hospital service to 
be provided, plus allowances for administrative expense and additions to re- 
serves, indicated the income per participant which the plan's rates would 
need to yield. 

In recent years the average admission rate has tended to be slightly 
higher than, and the average length of stay to be lower than, the rates in- 
dicated by these earlier studies. In 1946, the average annual admission 
rate for the plans reporting this rate to the Blue Cross Commission, was 
1112 per participant (111.2 admissions per thousand participants). The 
average length of stay was 8.30 days. The approximate average utilization 
indicated by these data was -9¥23 days per participant. 

Figure 12 shows the annual admission rates and average length of stay 
per case by months during 1943, 1944, 1945 and 1946. It will be seen that 
admission rates are relatively high and average length of stay low during 
the summer months. This is due chiefly to the large number of tonsillec- 
tomies performed on children during these months. Admission rates in 
December are low because of the postponement of elective operations during 
the Christmas season, and the average length of stay in this and the other 
winter months tends to be relatively long. 

As shown by Table 15, both admission rates andthe average length of stay 


per case dipped during the war years and increased in 1945 and again in 1946. 
As shown by the following data, participants under the family contract 


use the least amount of care per participant, and participants under the two 
person contract the most: 1/ 


One Person Two Person Family 

Contract Contract Contract 
Admissions per participant 10 - 10 “09-2 
Average Length of Stay 8.72 9.33 7.17 
Patient Days per participant 092 97 67 


1/ Based on data from 31 plans for the year 1944. The figures are the medians. Data from the Blue 
Cross Commission. 


2/ The median average number of participants per family contract is 3.84 (52 plans). 
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TABLE 15 


Annual Admission Rates, Average Length of Stay 
and Patient Days per Participant, I940-1946. Medians and Averages 
for All Reporting Plans.2/ 


ADMISSIONS PER AVERAGE LENGTH PATIENT DAYS 
PARTICIPANT OF STAY PER PARTICIPANT 


1/ Based on data from all plans reporting for each period. Only the medians (not averages) 
are available for the years 1940-42. The median number of patient days per participant does 
not necessarily equal the product of the admissions per participant and average length of 
stay. The averages are the weighted averages for all reporting plans, e.g., total admis- 
Sions divided by average total number of participants, etc. Monthly admissions were reported 
iby 50 to 81 plans during 1942-45; average length of stay by 16 to 32 plans. The average num- 
ber of patient days per participant isobtained by multiplying the admission rates and average 
length of stay for the reporting plans, and thus is an approximation. A number of the plans 
count hospital visits of ambulatory patients (emergency room service) as hospital admiséions. 
The number of such visits is not known, but it is believed to be relatively small. Their 
inclusion tends to increase the hospital admission rate and decrease the average length of 
Stay. v 


SOURCE: Special Studies, Series No. 67 of the Blue Cross Commission; also other data from 
the Commission. 


Similar data classified by sex are presented in Table 16. It will 


TABLE 16 


Admission Rates, Length of Stay and | 
Patient Days by Sex, and Type of Contract. / 


(Median date for 15-17 Plans, 1948) 


OWE PERSON CONTRACT TwO PERSON CONTRACT FAMILY. CONTRACT Sean CONTRACT 


ADULT ADULT ADULT ADULT | ADULT CHIL= 
FEMALE MALE FEMALE MALE | FEMALE | OREN 


ADMISSIONS PER 
PARTICIPANT 


AVERAGE LENGTH OF 
‘STAY 


PATIENT DAYS PER 
PARTICIPANT 


1/ Data from the Blue Cross Commission. 


be seen that single adult males and females use approximately the same amount 


of care. Married females use more than twice as much care as married adult 
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MONTHLY VARIATION IN HOSPITAL ADMISSION RATES AND AVERAGE LENGTH OF STAY, 1943- 46 
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FIGURE (2 


males. Children use the least amount of care per person. They are admitted 
to hospitals at almost the same frequency as single subscribers, but their 
average stay is less than half that of adults, due in good part to short 
Stay tonsil and adenoid cases. 

AS may be surmised there is considerable variation among the plans in 
their hospital utilization rates. In 1943, for example, utilization ranged 
from .47 patient days per participant in one plan to 1.17 days per partici- 

pant at the other extreme. The distribution of 55 reporting plans according 
to patient days per participant in this year was as follows: 3/ 


Range 
Patient days per Number of 

Participant Plans 
40 - .49 1 
-OU - .59 2 
“60. = 3 1065 6 
-70 - .79 21 
80 - .89 il 
-90 - .99 9 
1.00 - 1.09 4 
nhs 8 Deen Re 2 1 
Total 55 


a ee 
3/ Data from the Blue Cross Commission. 
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These differences may, in part, reflect possible differences in illness 
rates among the general populations of the different areas. To a much 
greater degree they reflect differences among the enrolled populations in 
age and sex composition, marital status, customs in the utilization of 
hospitals, health consciousness, length of membership (which effects eligi- 
bility for maternity care), etc. They also reflect differences among the 
plans in the extent to which the enrolled participants constitute an average 
selection of risks, in the scope and duration of benefits (comprehensive 
scope of benefits encourages utilization), in the conditions covered, in the 
degree of cooperation secured from participating hospitals, in the extent to 
which crowding of hospitals in the various areas may have acted to curtail 
admissions and shorten stays, etc. Differences among the plans in the in- 
clusion of out patient cases as hospital admissions are also a factor. 


UTILIZATION BY METHOD OF ENROLLMENT AND PAYMENT 


The following figures show the median patient days per participant, ac-_ 


cording to type of participant, as reported by 11 plans for the year 1943: 4/ 


Median Patient days 


‘Type of Participant per particivant 
Group Remittance -759 
Group Direct 1.034 
Group Conversion 1.158 
Miscellaneous &/ 917 
All 794 


It is evident that group remittance participants, 1. e., those who pay. 
through organized groups, have the lowest utilization rates and hence con- 
stitute the better risks. Group direct participants, i. e., those enrolled 
on a group basis, but who pay the plan direct’ (members of medical, dental, 
nursing and legal associations tend to comprise the great majority of this 
class), are relatively voor risks. This is probably due not so much to the 
methods of enrollment and payment, as to the fact that these particivants 
because of their occupations and cultural status, are extremely health and 
hosvital conscious. Group conversion participants, i. e., those who have. 
left organized groups and now nay the plan direct,» have the highest utiliza- 
tion rates. This group tends to become adversely selected since (a) persons 
leaving employment because of sickness or maternity tend to continue their 
membershin by going on a direct vayment basis, (bo) among persons leaving em- 
vloyed grouns, thosewho anticipate needing hosnvital care in the near future 
keen up their membership in far greater proportion than those who have no 
such anticination. 


4/ Data from the Blue Cross Commission. 


5/ Miscellaneous participants comprise sponsored dependents and any other participants not included 
in the other categories. 
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UTILIZATION UNDER WARD AND SEMI-PRIVATE CONTRACTS 


The following data, based on reports from ten plans for the year 1943, 
shows that utilization is appreciably less under ward than under semi-private 
contracts: 8/ 


Ward Semi-Private 
Contracts Contracts 
Median &Admissions per contract .198 0214 
Median Admissions per participant O77 -100 
Median Average Length of Stay 7.31 7.94 
Median Patient Days per participant .564 784 


In part the lesser utilization per participant is due to the greater 
presence of children, with their low rate of utilization, among ward than 
semi-private subscribers. But in large part, the difference is probably due 
to differences between the two groups of subscribers, in health conscious- 
ness, in ability to afford physicians' services and in proneness to seek 
hospital care. 


OTHER FACTORS INFLUENCING UTILIZATION 


The experience of the plans appears to justify the following observa- 
tions. 

Residents of cities use more hospital care than residents of rural 
areas. This is probably due largely to city dwellers being more accustomed 
to using hospitals and being nearer to them. 

Professional groups use more care than other occupational groups. Uti- 
lization is particularly high among physicians, nurses and -hospital em- 
ployees. (Utilization is so high among hospital employees, that most plans 
enroll such employees only with the proviso that the plan will not pay out 
in benefits more than a certain proportion of the income received from these 
Subscriptions, the hospital being responsible for any excess.) 

Plans providing a comprehensive scope of hospital service tend tohave 
higher utilization rates than those which provide limited benefits. 

Plans with full coverage of dependents experience higher utilization 
rates among dependents than plans with partial coverage of dependents. 

Utilization among persons 65 and over is about double that for all ages .// 


a 


&/ Data from the Blue Cross Commission. 


a For example, data from the Baltimore plan for the year 1945 show the following rates: 


Patient Days to Dis- 


Age charge per Person-Month* 

-4 . 0356 
5-19 0426 
20-29 . 0674 
30-39 .0716 
40-64 .0785 
65 plus 1334 
Average . 0643 


“Out-Patient Visits counted as one day. 
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DISTRIBUTION OF CASES BY LENGTH OF STAY 


The following data (Table 17) from the New York City plan, illustrates 
the general pattern of the distribution of hospital cases according to length 
of stay. 

It will be seen from this experience that a plan which provided 21 days 
of care for each illness would provide full coverage of about 92 percent of 
all non-maternity cases and of 69 percent of all days of hospitalization for 
such illnesses. If 30 days of care were provided, 96 percent of all cases 
and 79 percent of all days of hospitalization would be covered. in full. Theé 
inclusion of maternity cases, which, in the New York experience, comprised 
almost 24 percent of all hospital cases, would serve to bring up the degree 
of coverage. Most plans place a limit of 10 days on maternity stays and this 
length of stay probably suffices for most uncomplicated maternity cases. 
Based on this experience it may be roughly calculated that a plan which pro- 
vided 21 days of care in each illness would provide full coverage for about 
94 percent of all (both non-maternity and maternity) general hospital cases 
and about 76 percent of all days of care. If the plan provided 30 days of 
care for each illness, about 97 percent of all cases and 84 percent of all 


days would be covered in full. 
It is obvious that an increase in the days of coverage afforded by a 


plan does not involve a corresponding increase in the plan's hospitalization 
expense. For example, an increase in days of care provided from 21 per ill- 
ness to 30 per illness would increase the days of care for which the plan 
would have to be responsible by about 10 percent.8/ An increase in the 
number of days provided from 30 to 45 would increase the total days of care 
for which the plan would be responsible by about 8 percent. The increase in 
hospitalization expense would be considerably less than these figures indicate 
inasmuch as the hospital expenses for these days would include very little 
expense for the special services. However, a plan in increasing the days of 
coverage provided must take into account the possibility that the extension 
of coverage may in itself tend to alter hospital usage, i. e-., increase the 
stay of long stay cases. Column two of Table 17 shows a sharp drop in the 
number of cases staying 22 days as compared with those staying 2U and 21 days, 
indicating acertain tendency of cases presumably requiring prolonged care to 
stay up to the limit of the coverage provided and to terminate their stay when 


coverage is no longer available. 


HOSPITAL UTILIZATION OF BLUE CROSS SUBSCRIBERS 
COMPARED WITH THAT OF THE POPULATION AS A WHOLE. 


The hospital admission rate among Blue Cross SUDSCE AES (106.7 per 
1,000 in 1945) ishigher than the rate (96.8 per 1,000) at which the civilian 
population of the country as 4 whole in 1945 was admitted to general 9/ 
hospitals .12/ The average stay of Blue Cross patients (8.1 days per case)is 


8/ For both maternity and non-maternity cases. 


9/ i.e., all hospitals other than mental and tuberculosis hospitals. 


pital Service in the United States, 1946; Journal of the American 
Civilian admissions and patient days were calculated by subtracting 
the admissjons and census in all mental and tuberculosis 
tional hospitals operated by the Federal government, 
Federal general hospitals in peace time (1938). 


10/ Caiculated from data in Hos 
Medical Ass'n., April 20, 1946. 

from total admissions and total census, 
hospitals and inali general, special and institu 
and then by adding the admissions and census 1D 
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TABLE 17 


Distribution of Non-maternity Cases by Length of Stay 
(Associated Hospital Service of New York -- 90,753 
Claims Incurred in 


NUMBER OF 
DAYS 


LENGTH OF 
STAY 


NUMBER OF 
CASES 


17,049 
15,376 
14,982 
19,416 
22,885 


25,350 
28,3592 
28,856 
20,845 
38,510 


39,611 
36,708 
38,233 
45,826 
38,835 
34,384 
20,311 
27 OES 
24, 244 
27,080 


30,240 
14,982 
12,926 
11,208 
11,250 


9,646 

9,288) 
11,256 
Lge 
7,140 


Tree 
69,858 
41,793 
17,632 
i ee a 

De tS 
22,895 

te 46F 
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895,123 


1942 and Paid to April 1, 1943.) 


CUMULATIVE 
PERCENT OF 
DAYS 


CUMULATIVE 
PERCENT OF 
CASES 


PERCENT OF 
DAYS 


PERCENT OF 
CASES 
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markedly shorter than the average stay (12.4 days) of general hospital 
patients among the whole civilian population. The patient days per partici- 
pant (.86 in 1945) reported by the Blue Cross plans is less than the average 
per capita number of days of care in general hospitals (1.20 days) received 
by the whole civilian population in 1945. 
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cial barrier, to seek hospital care 
conditions than non-insured persons. 
ed by some plans include out-patient 
and those indicated below may explain the 
Shorter average Stay of Blue Cross Subscribers. 

The lower overall utilization rate (which largely eliminates the factor 
of out-patient admissions) among Blue Cross subscribers than among the © 
general population may be due primarily to differences in the composition of 
the two population groups and to the fact that the plans do not cover all 
types of cases. Blue Cross subscribers do not constitute a cross section of 
the population; theyconsist almost entirely of actively employed persons and 
their dependent spouses and children -- the aged, the invalid and the chroni- 
cally ill do not have the opportunity of becoming members. At any one time 
close to one-fifth of Blue Cross Subscribers are not eligible for maternity 
care. The plans do not cover workmen's compensation cases and cases hospi- 
talized in veterans' hospitals. 


DIAGNOSIS AND UTILIZATION 


Table 18, giving data from the New York City plan, shows the distribu- 
tion of cases and patient days of care according to diagnosis. Maternity 
cases constitute the most important single group both from the standpoint of 
admissions and days. Tonsillectomies constitute a large proportion (11,7%) 
of all cases, but because of the short Stay, are relatively unimportant from 
a standpoint of days of care. Appendicitis cases constitute 5.7 percent of 
all cases and are responsible for 6.5 percent of all days of care. 

Table 19 shows those diagnoses which accounted for more than one percent 
of the total hospitalization cost to the New Jersey plan in 1948. 


COMPOSITION OF THE HOSPITAL BILL 


| A plan, in determining what hospital service benefits to provide and 
what rates to charge, must know the frequency with which the various special 
hospital services are provided to patients and the average charges for these 
services per case and per day of care. Table 20 presents the necessary data — 
for an over-all picture of the situation. These data are from an inter-plan 
study of representative hospital bills for semi-private, non-maternity care. 


It will be seen that charges for room and board constitute about two- 
thirds of the total charges for semi-private hospital care. Charges for use . 
of the operating room constitute 10.7 percent of average charges, those for 
laboratory service, 8.6 percent, and charges for x-ray service, 6.3 percent 
of the total. Charges for anesthesia constitute 3.3 percent of total charges 
and those for drugs 3.7 percent. None of the other hospital services involve 
charges of more than one percent of total charges, on the average. 
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TABLE 18 


Distribution of Cases and Days of Care 
According to Diagnosis 
(Associated Hospital Service of New York 
Summary of 121,053 claims paid in 1943.) 


NUMBER AVERAGE PERCENT OF PERCENT OF 
OF CASES DAYS’ STAY TOTAL CASES TOTAL DAYS 


DISEASE CLASSIFICATION 


MATERNITY 

DELIVERY 25,289 

OTHERS 3,477 
INFECTIOUS & PARASITIC 851 
MALIGNANT TUMORS 2,463 
BENIGN TUMORS 

FEMALE GENITAL ORGANS 4, 881 

FEMALE BREAST 1,086 

OTHERS 2877 
RHEUMATIC & NUTRITIONAL 2,351 
BLOOD & BLOOD FORM. ORG. 648 
CHRONIC POISON & INTOX. 67 
NERV. SYS. & SENSE ORG. 4,176 
CIRCULATORY SYSTEM 

HEMORRHOIDS 1,948 

OTHERS 4,925 
RESPIRATORY SYSTEM 

TONS 1 LLECTOMY Th; 227 

INFLUENZA, BRONCHITIS, 

AND PNEUMONIA 6,929 

OTHERS 5,952 
DIGESTIVE SYSTEM 

APPENDICITIS 6,855 

HERNIA 7 2,069 

GALLBLADDER & DUCT. papell Xe. 

OTHERS 6,694 
GENITO-URINARY SYSTEM 8,096 
SKIN DISEASES 2,133 
BONES %& ORG. OF MOVE. 2,488 
INJURIES & POISONINGS 7,235 
MISCELLANEOUS Peery 


TOTAL 121,053 
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TABLE 19 


Distribution of Cases, Days of Care and Hospitaliza- 
tlon Expense According to Diagnosis. 
Data from New Jersey Pian, 1943. 


PERCENT: OF eF ERCEND 30F PERCENT OF 
TOTAL CASES TOTAL DAYS* CARE | TOTAL EXPENSES 


DIAGNOSIS 


MATERNITY 

TONSILS & ADENOIDS 
APPENDICITIS 
FEMALE DISEASES 
ACCIDENTS 

CHEST COLDS 

TUMORS 

RECTAL 

HERNIA 

GALL BLADDER 
INTESTINAL DISORDERS 
INFECTIONS 

KIDNEY 

HEART 

ULCER 

BLOOD DISEASES 
CANCER 

GLAND 

ALL OTHER 
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TABLE 20 


AVERAGE HOSPITAL CHARGES 


Based on 6,420 representative hospital cases of 29 plans, 
1942. Seml-private, non-maternity cases only.-/ 


AVERAGE AVERAGE PERCENT PERCENT OF AVERAGE CHARGE 
SERVICE CHARGES CHARGES OF CASES CHARGED | WHEN CHARGED 
PER DAY PER CASE CHARGES FOR SERVICE FOR SERVICE 


=8 


ROOM AND BOARD 
OPERATING ROOM 
ANESTHESIA 
LABORATORY 

X-RAY 

DRUGS 

DRESSINGS 
ELECTRO-CARD!OGRAM 


BASAL METABOLISM 
PHYSIO-THERAPY 


OXYGEN THERAPY 
RADIUM THERAPY 
OTHER SERVICES 


. . . . . . . . . . . ~- 
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1 Thompson, Allen B, Inter-Plan Study of Semi-Private Non-Maternity Hospital Bills. 
Associated Hospital Service of New York, 1944. 
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CHAPTER 13 


THE NATIONAL COORDINATION OF THE PLANS 


Blue Cross plans are coordinated through a central organization, an ap- 
proval program and various other measures. 

The central authority of the plans is the conference of representatives 
of the plans. Such conferences are usually held twice a year, each plan be- 
ing represented by a duly accredited delegate, usually the executive director. 
In voting at such conferences, each pvlan:has one vote for each 20,000 sub- 
seriber contracts or fraction thereof, with a minimum of one vote and a maxi- 
mum of ten votes per plan. In certain respects the actions of the conference 
of plans may be over-ruled or superseded by action of the Board of Trustees 
of the Américan Hospital Association or its House of Delegates, and in the 
last analysis the latter organization may perhaps be considered the final 
repository otf authority for the plans. 

All approved plans have the privilege of becoming institutional members 
of the American Hospital Association and the latter has created a special 
type of membership (Type IV) for which the plans are eligible. All of the 
approved plans except one have exercised the privilege of this membership. 
The exception is. the District of Columbia plan’ which has refused to accept 
membership on the grounds that the plans should not be affiliated with the 
American Hospital Association. 
| The coordinating agency of the plans is the Blue Cross Commission of the 
Amer ican Hospital Association. Up until December 1946 this Commission was 
composed of nine persons, selected for overlapping three year terms, three of 
whom were selected by the American Hospital Association and six of whom 
were elected by weighted vote of the plans. At a meeting in December 
1946 the plans voted to reorganize the Commission so as to make it more 
representative of and bring it closer to the plans. Under the proposed re- 
organization, which does not become formally effective until ratified by the 
House of Delegates of the American Hospital Association, the Commission will 
consist of 15 persons, 3 selected by the Association and 12 by the plans. 
The plans will be grouped into 12 districts, 11 in the United-States and one 
in Canada, and each district will elect its representative to the Commission 
on the basis of one vote per plan. 

The Commission meets several times a year and determines matters of 
broad policy. Its executive activities are carried on by a permanent staff 
with headquarters at the office of the American Hospital Association. The 
funds of the Commission are obtained by dues paid by the plans, in the amount 
of two mills monthly per subscriber contract, with a minimum payment of 


$32 and a maximum of $800 a month. The Commission's budget for 1946 was 
$134,000. 


The Commission in cooperation with the Board of Trustees of the American 
Hospital Association carries on the approval program. In addition it serves 
as a clearing house of information, carries on research and statistical 
PERE SE Ss consults with individual plans on administrative and other problems, 
carries on a broad educational or publicity program to interpret the Blue 
Cross movement to the general public and its various component groups, main- 
tains the national enrollment office, provides advice and guidance to groups 
interested in the establishment of new plans, acts as spokesman for the plans 
before government bodies and industrial, labor, farm and other groups, 
arranges conferences of the plans, and develops procedures for coordination 
of the services and activities of the individual plans. 


THE APPROVAL PROGRAM 


The approval program was initiated in 1938 with the primary purpose of 
enabling the public to differentiate between the non-profit hospital-sponsored 
plans and insurance companies. It soon became evident that the public was 
attaching to approval an implication that the American Hospital Association 
guaranteed the financial responsibility of the several plans. To meet this 
implication the approval program laid stress on the financial status of the 
plans. In recent years, in addition to designating for the public plans 
which were non-profit, financially sound and backed by the hospitals, an 
attempt has been made to use the program as a means of strengthening the 
movement as a whole and increasing its growth. 

The final responsibility for the approval program rests with the Board 
of Trustees of the American Hospital Association. The Board establishes the 
standards and may from time to time amend them. [It may in its discretion 
waive or vary specific requirements in the consideration of individual appli- 
cations for approval.!, 


Approval of a plan entitles it to the privilege of membership in the 
American Hospital Association, enables the plan to utilize the Blue Cross 
symbol (the seal of the Association superimposed upon a Blue Cross) and to 
call itself a Blue Cross plan. Plans are approved or reapproved each year. 
Each year a certain date is designated as "Approval Day" at which time 
announcement of approval and reapproval of plans is made. 

A great deal of responsibility in connection with the approval program 
is carried by the Commission. The plans are required to submit to the Com- 
mission financial, enrollment and other data needed for appraisal. The Com- 
mission considers carefully all annlications for approval or reapproval and 
submits to the Board of Trustees its recommendations for action to be taken, 
together with data required for the appraisal of plans. The Commission and 
the Trustees together will hear any complaints or data to be presented in 
connection with approval or reapproval of individual plans. 


THE STANDARDS OF APPROVAL 


Tne standards of approval were revised in September 1946. They are in 
two parts, a statement of "Principles" which serves as a basis for considera- 


1/ The by-laws of the American Hospital Association state that "The Board of Trustees shall establish 
Standards for and administer a program of annual approval for Organizations operating non-profit hos- 
pital service plans which apply for such approval. The purpose of the Standards shall be to protect 
the interests of the subscribers, the medical profession and the hospitals." 
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tion of plans for initial approval, and standards for annual re-approval. 
They are as follows: 


i. PRINCIPLES OF ORGANIZATION AND OPERATION FOR BLUE CROSS PLANS 


These principles are the basis for consideration of applications from non- 
profit hospital service plans for original approval by the American Hospital 
Association. Approval makes such plans eligible for membership in the Associa- 
tion and authorizes their use of the seal of the Association, superimposed upon 
a Blue Cross, as the identifying symbol of a hospital service plan's organiza- 
tion and operation. 


1. Adequate representation of hospitals, the medical profession and the 
general public. The interests and the responsibilities of participating hospi- 


tals make it desirable that a majority of the policy-making body be hospital 
trustees, administrators, and/or authorized representatives of the member 
hospitals. 

2. Non-profit sponsorship and control. Trustees or board members of the 
hospital service plan should receive no remuneration for service as trustees or 
board members. 

Initial working capital may be provided by individuals, hospitals, 
chests, councils, or other civic agencies, but should be repayable only out of 
earned income, over and above operating expenses, payments to participating 
hospitals, and legal reserve. 

No organizations or individuals advancing initial capital should at- 
tempt to influence or direct the management of Blue Cross Plans because of their 
financial support. 

3. Free choice of hospital and physician. Opportunity should be given 
for all institutions of standing in each enrollment area to become member hos- 
pitals in the Blue Cross Plan, and subscribers should have free choice of hos- 
pital at the time of sickness, such choice to be consistent with the staff 
privileges of the subscribers’ attending physicians. 

A majority of the hospitals of standing, containing a majority of the 
bed capacity, should be member hospitals in each area where Aa Blue Cross Plan 
enrolls subscribers, and arrangements should be made for provision of service in 
non-member hospitals. 

In case of physical impossibility to provide service in member hospi- 
tals or others, equitable arrangements should be made for protection of the sub- 
scribers' interests, but which would not threaten the Plan's stability and con- 
tinuity in the event of epidemic or disaster. 

Blue Cross Plans should not interfere with existing relationships be- 
tween physicians amd hospitals or between physicians and patients. 

4. Responsibility for benefits to subscribers. The ultimate economic 
responsibility for benefits to subscribers enrolled at any given time must be 
assumed by the member hospitals, through definite contractual agreements with 
the Blue Cross Plan, which express such intent by the hospitals. In the absence 
of a provision in the hospital contract which establishes hospital-responsibil- 
ity for contract-benefits, each Plan shall proceed to establish contingency 
reserves (over and above all liabilities) equal to at least 5 percent of its 
previous annual income, beginning with the calendar year 1947, until such con- 
tingency reserves shall equal 25 percent of the Plan's current annual income. 

hospital service provided through a Blue Cross Plan should be determined by 
the nractices of the member hospitals of the particular plan. Member hospitals 
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are urged to cooperate with Blue Cross Plans in providing complete hospital care 
as service benefits under the subscribers’ contracts. 

o- Enrollment areas and practices. Plans should be established only where 
needs of a state or province are not adequately served by existing Blue Cross 
Plans. 

Adequate spread of risk, efficient management, and effective co- 
ordination require that each Plan serve the largest possible geographic area 
that legal restrictions and economic conditions permit. 

A hospital service plan located in or near an area already adequately 
served by an approved plan will not necessarily be approved by the Board of 
Trustees, even though such plan may enjoy sound financial position and reputable 
local sponsorship. Plans applying for approval will be expected to "show cause" 
why they should not merge their activities with approved Blue Cross Plans which 
are in a position to serve the trading area economically and effectively. The 
trading area for each Blue Cross Plan should have a population of at least 
500,000 persons. 

.Enrollment practices shall be such as can reasonably be expected to assure 
a utilization approximating that of the general population and such as will not 
expose the plan to adverse selection. The group enrollment principle is the 
only method that has completely proven its ability to accomplish this result. 
Experimentation in other enrollment methods is encouraged but with such controls 
as may be expected to safeguard the interest of subscribers and member hospi- 
tals. 

Where community response has been slow, as measured by enrollment, the Blue 
Cross Plans should review and, if necessary, revise their rates, benefits, ad- 
ministration, enrollment methods, or public policies; also, consider the pos- 
sibility of expanding their service by increasing the territory to be served or 
by merger with other Blue Cross Plans which might serve their respective areas 
more effectively. 

6. Sound accounting practices. The Hospital Service Plan Commission shall 
enforce minimum standards of sound accounting practices not inconsistent with 
the requirements of state regulatory bodies. The Hospital Service Plan Commis- 
sion shall also require each approved plan to submit reports (at least semi- 
annually) of financial experience in such form as may be prescribed by the 
Hospital Service Plan Commission. 

Before certifying to the Board of Trustees of the American Hospital 
Association that the plan has conformed to its minimum standards of sound ac- 
counting practices, the Hospital Service Plan Commission shall satisfy itself 
that the plan's balance sheet contains an accurate statement of its liabilities, 
including allowances for accounts and notes payable and unearned subscription 
income, as well as adequate reserves for unreported and undischarged hospital 


cases. 
7. Adequate general or contingency reserves. Initial working capital 


should be sufficient to carry al] acquisition costs and operating expenses for 
at least four months after contracts first become effective. 

The Hospital Service Plan Commission shall expect each plan to estab- 
lish, over and above all liabilities, a reserve for contingencies to cover such 
items as fluctuations in morbidity, major epidemics, future maternity claims, 
fluctuations in asset values, etc. 

It is recognized that the rate at which a plan establishes a reserve 
adequate for these purposes will depend upon many factors, such as rate of 


membership growth, administrative policy, age of the Plan, type of benefits 


offered, rate structure, etc. The interests of subscribers and member hospitals 


125 


make it imperative that administrative expenses of Blue Cross Plans be as low as 
consistent with effective public service. 

8. Adequate statistical records. AS a minimum statistical record of its 
operation each approved plan should currently assemble and report the following 
data (preferably quarterly): 

The number of contracts, participants and participants eligible for 
maternity service, as of the end of the period; the number of patients, patient 
days, maternity patients, and cost of hospital care during the period, classi- 
fied as to type of contract and method of enrollment. 

Compilation of additional data by individual plans on their specific 
problems is essential to an understanding of their operation. Each plan is 
expected to undertake statistical studies in addition to the minima outlined 
above. 

9. Equitable payments to hospitals. In the development of any method of 
payment by Blue Cross Plans for contract benefits in member-—hospitals, the 
representatives of hospitals and Blue Cross Plans should insist upon having 
adequate financial and service data concerning the operation of hospitals and 
Blue Cross Plans. 

Officially appointed representatives of the Blue Cross Plans should meet 
with officially appointed hospital representatives in any given area for a free 
and frank expression of opinion on the rates to be paid to hospitals, and the 
principles and the formula on which such rates would be established. Any con- 
clusion reached by the representatives of the two organizations, plans and hos-. 
pitals, should not become effective until approved by at least 50 percent of the 
member hospitals representing at least three-fourths of the patient days of 
service rendered Blue Cross subscribers during the past 12 months. Any rate 
approved should be reviewed at least once a year for such adjustments as might 
be necessary to protect the interests of subscribers, hospitals and plans. 

10. Dignified promotion and administration. Employees of a Blue Cross 
Plan should be reimbursed by salary as opposed to a commission basis. A private 
sales organization must not be given responsibility for promotion or administra- 
tion on the basis of a percentage of premiums. Promotion and administrative 
policies should be dignified in nature, consistent with the professional ideals 
of the hospitals concerned. 

11. Inter-plan coordination. Individual Blue Cross Plans should coordi- 
nate their activities through uniform and equitable policies and procedures 
which will maximize their service to the entire population throughout the United 
States and Canada. This applies to (a) convenient transfer of members who 
change their permanent residence, (b) reciprocal service benefits for sub- 
scribers hospitalized outside the enrollment area of their "home" plan, (c) uni- 
form enrollment and billing procedures for employees of national firms enrolled 
through two or more plans, (d) consolidated billing for employees of national 
firms which request such procedure. 

fhere should be a clear-cut understanding as to the plan with which a 
member-hospital signs a guarantee contract. Under ordinary circumstances, the 
hospitals should sign contracts with only one plan. 

Where legally permissible, hospitals are urged to provide service bene- 
fits to subscribers of other Blue Cross Plans on some basis agreeable to both 
Plans. Where it is illegal or impractical for a Blue Cross Plan to arrange 
service benefits in the member hospitals of other plans, each Blue Cross Plan 
is urged to adjust out-of-town allowances to amounts which provide: the maximum 
contract benefits consistent with sound financial operation. 
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11. STANDARD OF ANNUAL REAPPROVAL OF BLUE CROSS HOSPITAL SERVICE PLANS 


1. THERE WILL BE representation of hospitals, the medical profession, and 
the general public upon the governing boards. 

Pop sore eeeponsorship andicantrol shall be mequired.:« 1 rusieas ae 
board members of the hospital service plan should receive no remuneration for 
services as trustees or board members. 

Initial working capital may be provided by individuals, hospitals, 
chests, councils, or other civic agencies, but should be repayable only out of 
earned income, over and above operating expenses, payments to participating hos- 
pitals, and legal reserve. 

No organizations or individuals advancing initial capital should at- 
tempt to influence or direct the management of Blue Cross~Plans because of their 
financial support. 


eae eceeeneice: Ofchoepital’ and iphysilotan shall sber tequlvetragyier ro. 
should be given for all institutions of standing in each enrollment area to be- 
come member-hdspitals in the Blue Cross Plan serving the area. Subscribers 
should have free choice of member-hospital consistent with the privileges of 
their attending physicians, and be entitled to stated benefits in other hos- 
pitals when service in member-hospitals cannot be obtained. 

4. Hospitals shall be responsible for benefits to subscribers. The ulti- 
mate economic responsibility for service to subscribers enrolled at any given 
time must be assumed by the member hospitals, through definite contractual 
agreements with the Blue Cross Plan, which express such intent by the member 


hospitals. 
In the absence of a provision in the hospital-contract which estab- 


lishes hospital responsibility for contract benefits, each Plan shall proceed to 
establish contingency reserves (over and above all liabilities) equal to at 
least 5 percent of its previous annual income beginning with the calendar year 
1947, until such contingency reserves shall equal 25 percent of the Plan's 
current annual income. 

5. Sound accounting practices and adequate statistical records shall be 
maintained. The Blue Cross Commission shall prescribe minimum standards of 
sound accounting practices not inconsistent with the requirement of state regu- 
latory bodies. The Blue Cross Commission should also require each approved plan 
to submit periodic reports of financial experience (at least semi-annually) in 
such form as may be prescribed by the Blue Cross Commission. 


Before certifying to the Board of Trustees of the American Hospital 
Association that the plan has conformed to its minimum standards of sound ac- 
counting practices, the Blue Cross Commission shall satisfy itself that the 
plan's balance sheet contains an accurate statement of its liabilities, includ- 
ing allowances for accounts and notes payable and unearned subscription income, 
as well as adequate reserves for unreported and undischarged hospital cases. 


6. There shall be no interference with professional relationships. Blue 
Cross Plans should not interfere with existing. relationships between physicians 


and hospitals or between physicians and patients. 
7. <All approved Blue Cross Plans shall make every effort to comply in 


full with the Principles Governing the Organization and Operation of Blue Cross 
Plans, as established by the American Hospital Association. 
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OPERATION AND PROBLEMS OF THE APPROVAL PROGRAM 


The operation of the approval program may perhaps best be understood 

through consideration of specific issues which have arisen. The differences 
between the standards for original approval and for reapproval and between 
the present standards and the former ones (prior to September 1946) also 
serve to indicate problems with which the movement is grappling and some of 
the present tendencies or trends. 
CONTROL OF THE PLANS. The present standard for original approval states that 
majority representation of the hospitals on plan boards is desirable. The 
standard for reapproval requires merely that there’ should be representation 
of hospitals, the medical profession, and the public. The former (pre-1946) 
standards required majority representation of hospitals. 

The analysis of the composition of the boards of the surveyed plans in 
1944-5 indicated that in almost half of the cases hospital representatives 
were not in a majority. Hence it is obvious that the former standard was not 
being enforced; indeed because of differences of opinion as to the wisdom of 
the standard no consistent effort to enforce it was made. The change to the 
present standard recognizes overt facts and indicates that the movement has, 
in a sense, burst out of the former pattern of ideas wherein it was taken for 
granted that dominant control of the plans should lie with the hospitals. 
HOSPITAL GUARANTEE OF BENEFITS - FINANCIAL SOUNDNESS. The old standard No. 4 
required unequivocally that hospitals guarantee subscriber benefits. The new 
Standards stress the idea of hospital guarantee of benefits but do not re- 
quire it. 

It will be recalled that the analysis of the hospital contracts indi- 
cated that in almost‘“a third of the plans subscriber benefits are not con- 
tractually guaranteed by the hospitals. The Commission used its influence to 
see to it that the contracts between plans and hospitals contained a clear- 
cut underwriting obligation. Where the hospitals of the area would not 
undertake to underwrite the plan, the Commission and the American Hospital 
Association felt that little would be gained by endeavoring to force the 
issue. The change in the standards recognizes overt facts and gives sanction 
to arrangements under which hospitals assume less responsibility toward the 
plans, and hence have less claim to control. 

The matter of financial soundness is closely tied up with hospital 
guarantee of benefits. The Commission in administer ing the approval program 
has always placed considerable emphasis upon financial soundness. Thus the 
only two occasions on which approval was withdrawn froma plan were because the 
Commission deemed that the plan had become financially uns ound. 2/ Within the 
last few years the Commission has been concerned over the small contingency 
reserves held by some plans. This concern of the:Commission has been shared 
by various of the individual plans which have recognized that the failure of 
any plan would weaken the prestige of the whole movement. Indeed on at least 
one occasion certain of the plans have threatened to withdraw from the move- 
ment and to cease use of the Blue Cross symbol unless the Commission took 
steps to improve the financial situation of certain plans. [In May 1945 the 
Commission recommended to the Board of Trustees that "no plan be approved 
unless it comply fully with (former) standard No. 7 (requiring adequate con- 


LE 


ae ae peers Hill, N. C. plan was disapproved in 1939 and reapproved in 1940; the Faston, Pa. 
plan ‘which later became the Allentown plan) was disapproved in 1939 and reapprovea in 1942, 
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tingency reserves) by January 1, 1947 or 3 years after first approval, which- 
ever is. later." 

Although an endeavor was made to persuade certain plans which were 
thought to be skating on thin ice to build up larger reserves, the Commission 
and the Board of Trustees in recent years have not withdrawn approval from 
any plan on these grounds. Difficulties in enforcement of the standards may 
have been due in part to differences of opinion as to what constitutes 
adequate contingency reserves in a situation in which hospitals firmly 
guarantee subscriber benefits. To this extent the revisedstandards represent 
a step forward in that they lay down definite requirements for contingency 
reserves for plans not underwritten by their member hospitals. 

From some aspects disapproval of a plan if it should get into an unsound 
financial position is not the best method of correcting the situation or pro- 
tecting the public's interests. The withdrawal of approval at such a time 
conceivably might cause appreciable numbers of the plan's subscribers to 
desert it, the plan thus being placed in worse straits than before. Since 
October 1945 the plans have been giving consideration to the idea of estab- 
lishing a national pool of reserves -- an inter-plan guaranty fund... Tee 
general idea is that each plan would put into such a fund a certain fraction 
of its current gross income, and that the Commission could then draw upon 
this fund to aid any plan in difficulty. Implicit in this arrangement would 
be the need for establishing and enforcing definite standards as to the re- 
serves to be maintained by the individual plans, the power of the national 
organization to audit the funds of the plans, and assumption by the national 
organization of temporary control of any plan aided by the fund. In other 
words it would be necessary for each plan when entering into this arrangement 
to agree that if it did get into. difficulty and asked aid from the guaranty 
fund the national organization would assume control of its affairs, even to 
the extent of replacing the management, until such time as the plan was again 
upon its feet and no longer in debt to the national fund. 

The implications of any such arrangement are large, and many of -tate 
plans are reluctant to delegate to the national organization such authority 
or potential authority as would be necessary for its working. Any such 
guarantee fund would have an important impact upon the idea of hospital guarantee 
of benefits. To the extent that such a fund replaced the hospitals as the 
source of the ultimate guarantee of subscriber benefits, it would affect .the 
whole character of the movement. 


SERVICE BENEFITS. The former (pre-1946) standards required that "Benefits 
in member hospitals should be expressed in "service contracts" which describe 
specifically the ... services to which the subscribers are entitled." With- 
in the last few years a growing number of the plans have offered contracts 
providing a dollar room allowance rather than care in specified room accommo-—— 
dations. At the March 1946 conference the plans deplored this tendency and 
resolved to recommend to the American Hospital Association that in the future 
plans be disapproved the member hospitals of which do not provide benefits on 


a "service basis." 
However the pressure of circumstances in this period of rising hospital 


costs -- the difficulties of reaching agreement on a basis of fair remunera- 
tion, the need of the plans to stabilize their ver diem hospital costs -- 
have been too much for the plans and the hospitals. At present writing 


(March 1947) the number of plans providing dollar room allowances is greater 
than ever before. 
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The differences of opinion among hospital and plan personnel as to the 
wisdom and feasibility of complete service benefits are recognized in the new 
standards. The first part of the standards contains the statement, Member 
hospitals are urged to cooperate with Blue Cross plans in providing complete 
hospital care as service benefits under the subscribers' contracts." The 
standards for reapproval do not mention the subject. 


AREAS SERVED BY PLARS. The standards for original approval make it clear 
that Blue Cross plans are intended to serve exclusive areas, that no area 
Should be served by more than one plan. Prior to 1946 the standards which 
indicated this intent were a requirement for all plans. 

In North Carolina there are two competing plans, one of which is en- 
dorsed by the State Hospital and medical associations. The competition of 
the two plans weakens the Support of the hospitals,the medical profession, 
and the public and greatly increases administrative and acquisition costs. 

In Illinois the territories of certain of the plans have not been clearly 
defined and one plan has conducted enrollment in areas considered by other 

_ plans to be part of their territory. The defense made by this plan -- a 
: contention which appears to have some merit -- is that certain of the other 
plans were not making strenuous or successful efforts to enroll the popula- 
tion of their areas. There are a number of other instances of plans serving 
_ the same areas. : 
ae . The Commission approached these situations with caution. It recognized 
_ their disadvantages, but hesitated to enforce the standards upon the offend- 
ing plans lest the net result be that the plans go on as before outside of 
- rather than within the movement. Furthermore to give full title to a terri- 
tory to a plan which was not successfully enrolling its population might 
Satisfy the standards but impair service to the public. The Commission has 
temporized with these situations, has endeavored to persuade the plans to 
follow appropriate courses of action, and has been hopeful that in time the 
‘Situations would work themselves out toa reasonably satisfactory solution. 
The new standards for reapproval do not specify that plans must serve ex- 
_Clusive areas or that they must serve areas of a size and character consis- 
tent with successful operation. 
ae The Commission has been more successful in coping with this problem as 
_ regards new plans. It has ona number of occasions refused to give original 
approval to plans serving areas already served, or which could well be served, 
by existing plans. For example it denied approval to a non-profit plan 
operating in the Philadelphia area and steps to merge this plan with the 
_ Philadelphia plan are now underway. Since 1942 the Commission has refused 
to approve any new plan in a State not already served by a plan unless the 
plan had the intention and prospect of serving the entire State. . 


on Jn West Virginia, which has a considerable number of local non-approved 
_ plans the Commission has granted approval only to two plans in the hope that 
eventually this State might be served by one or at the most two plans in- 
_ Stead of by a multiplicity of local plans. 
PLANS WITH POOR ENROLLMENT RECORD. The former standards made reapproval con- 
ditional upon the record of community service. There are a number of plans 
which over a period of years have shown very little growth... Examples are the 
Lynchburg, Virginia plan, which was established in 1938 and on January 1, 
1947 had 7,913 members; the Danville, Illinois plan (established 1937, 
11,760 members); the Watertown, New York plan (established 1937, 13,600 mem- 
bers); the Baton Rouge, Louisiana plan (established 1938, 14,100 members) ; 


130 


7" 


4 


—— 


the Portsmouth, Ohio plan (established 1939, 22,800 members); the Newport 
News, Virginia plan (established 192% 15,300 members); the Norfolk, Virginia 
Dlan (established 1435, 37,100 PTY the Sacramento, California plan, the 


a 


oldest of the Blue Cross plans, (membership 52 ,0O00). A mumber of other plans oe 
in the same category could be cited. 7, eax 
- 

The Commission has been conscious of the problem posed by *weak* plans, 


but apparently has not been certain of the best remedy. To withdraw appvroval fia 
might result in nothing more than the plan going on as before. On the other a 
hand, there is the possibility that by suggestion and persuasion these plans fz 
might voluntarily merge with stronger plans or become revitalized. Within 
the last few years 4 number of plans have merged with others. 4, ; 

In 1944 the Blue Cross Plan Approval Comsittee of the American Hospital 
Association (the functions of this Committee have now been taken over by the 
Commission) recommended to the Board of Trustees of the Association that 
certain of the plans be advised by the Commission that reapproval for 1945 
would be contingent upon substantial increases in enrollment. It was further’ 
recommended that the Commission staff confer with these plans with 4 view to tm 
effecting wider community service through coordination, federation or consol- - 
idation with other plans, reconsideration of enrollment policies, rates andco 
benefits, and clarification of enrollment areas served. The plans so ad- 
vised were all of the plans in the States of California, Georgia, Illinois, 
Kentucky, and Virginia; the Baton Kouge, La., the Sioux City, Ia., plans, the ~ 
three smallest plans in New York State, 7/ the Canton, Lima and Portsmouth Ss 
plans in Ohio, and the Texas plan. se 

Although some of the plans so notified had little increase in enrollment. 
in 1944 nevertheless 4a1l of these plans were reapproved for 19445. The Com 
mission's concern with the problem was indicated at its March, 1945 meeting 
when it voted to request the Chairman of the Commission and the Chairman es 
the Approval Committee "to explore and recommend methods for more effective Ay 
application of the standards of approval for Blue Cross plans.” - “eee 

In May 1945 the Commission recommended to the Board of Trustees that "no 
plan be avproved for 1946, regardless of solvency, unless it has an enroll- 
ment of 25,000 as of January 1. 1946, or within three years from date of — 
first approval, whichever is later, and that no plan be approved in Jz 
1946, regardless of solvency, unless it has reached an enrollment equal a 
one percent of its population during each year of operation since first 
approval....” 

The Board of Trustees referred these recommendations to the House Pr eke 
Delegates which after lengthy discussion postponed action. Discussion on the 
floor indicated sympathy with the objectives, but doubt as to the wisdom, a 
the proposed stens. Several speakers suggested that these plans needed an 
increased measure of help from the Commission; one went so far as to suggest 


3/ 46 other plass serve suck restricted areas that it is doubtful if they will a bi 
at. eine odd Sick feces. of caueeaity service. Prime examples are the Jazestown and Satertows plaas > 
in New York State, eack of which serves 2 single cousty of 115,900 asd 77,000 people respectively; - 
the Panville do in lllinois whict serves two counties with am aggregate populations of less thas 


100,000; the Portssouth plas in Obio, asd the Newport News plas aad the Lyackburg plas is Virgisia, $ 
eack of which serves a single very moderate sized city. These plans masifestly ought to be merged = 
with others. Fg 
/ 7. ergeé with the Rochester plan in 1945; the Flist Goodridge plas, a single 

foopitel piss, iacaie et mys Rey ar inaad plas is 1543, asd the two Conmecticat plass cossolidated -- 


is 1944. The Peoria, 111., plas merged with the Chicago plas is Jasuary 1947. 
5/ One of these (Geneva) bas sisce merged with asother plaa. 
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that the Commission should inject itself directly into these situations and 
should in effect temporarily take over the plan and put it on its feet. 

The revised standards do not make reapproval conditional upon a record 

of community service. The change in the standards presumably indicates that 
the Commission and the American Hospital Association felt that the old 
standard was unenforceable, or that the problem was one which could not be 
successfully handled through the device of the approval program. In good 
part weak plans are weak because they do not have the support of the hospi- 
tals, or because the hospitals and the public of the area do not care suf- 
ficiently about the plans to have them otherwise. The prime requisite for a 
change in the situation is a change of attitude and a development of interest 
on the part of the hospitals or the public or both. 
INTER-PLAN COORDINATION. The principles of organization state that the plans 
- should coordinate their activities through uniform procedures, including 
transfer of members, reciprocal service benefits, uniform enrollment and 
billing procedures for national concerns and consolidated billing for such 
concerns when they desire it. The standards for reapproval do not mention 
these subjects. 

There is great need for inter-plan coordination alongthese lines and the 
plans have made considerable progress inthe development of such coordination. 

The enrollment of national concerns would be facilitated if all the 
plans adopted a uniform contract either for all subscribers or employees of 
national concerns. Developments with respect to a proposed national uniform 
contract have been previously mentioned. The main difficulties in the way of 
adoption of uniform benefits are first, the differences in hospital and 
medical practices among communities (as a result of which some plans, for 
example, are able to offer x-ray services, others not):, and secondly, the 

fact that the real goal in mind is comprehensive coverage and from this point 
of view standardization of coverage on any level short of this goal may not 
be desirable. Thus far the main accomplishments of discussions of a national 
uniform contract have been to encourage plans to increase the scope of 
benefits offered. 

Workable arrangements for transfer of members between plans have been 
developed and all except two or three plans are cooperating in these arrange- 
ments. Sas 

| The present program for reciprocity in provision of service benefits 
to subscribers hospitalized outside of the home plan area has the adherence 
of about one-third of. the plans, these plans having two-thirds of the total 
enrollment. The plans which provide less comprehensive benefits than most or 
which operate in low cost hospital areas may have valid objections to the 
program on its present basis and some change in the nature of the program may 
be necessary. Obviously the operation of the program for those plans which 
destre to participate is hindered so long as there are other plans which 
refuse to participate. 

The plan directors in their conferences have voted to adopt uniform 
enrollment regulations and billing procedures for national concerns and also 
to cooperate in the provision of consolidated billing for national concerns 
which desire this procedure. At present writing (March 1947) it is not known 
whether all of the plans have actually adopted the uniform enrollment and 
billing procedures for national concerns and are actually cooperating in 
consolidated billing arrangements, or not. It is suspected that some plans 
are in practice refusing to cooperate. Obviously such cooperation is vital 
if national concerns are to be satisfactorily served. 


/ 


132 


SOME OBSERVATIONS ON THE APPROVAL PROGRAM 


This recftal of the issues involved in the approval program serves to 
indicate some of the basic problems facing the movement. [In the past it 
appears that the approval program has been administered by the Commission 
with considerable wisdom. The program has functioned largely as an educa- 
tional device. [Its influence in molding the plans to common patterns has 
been great. The Commission has steered a perilous course between on the one 
hand overlooking departures from the standards to the extent that the stand- 
ards become meaningless and, on the other hand, exercising its putative 
authority in ways which would have had a disruptive effect upon the movement. 
Merely to have held the plans together has at times been an accomplishment. 
Always it must be held in mind that the movement is an association of locally 
controlled, independent and autonomous plans, and that the individual plans 
Will suffer only so much direction or restraint from the national organiza- 
tion as will appear to carry to that individual plan a net residuum of. 
advantages over disadvantages. 

The present standards for reapproval require little of any plan: it 
must be non-profit, have representation of the hospitals, the medical pro- 
fession and the public in its control, provide free choice of hospital. The 
requirements stress financial soundness but do not rigorously require it: 
the alternative to financial backing by the hospitals is not that the plan 
must have certain contingency reserves but that it must be in process of 
developing them. The present standards give the central organization of the 
plans no foothold by which to assure that any given plan is economically and 
efficiently administered, serves a suitable area, is performing an increasing 
measure of service to the public, is cooperating in inter-plan coordination ~ 
services necessary for maximum service to the public. 

From the above standpoint the September 1946 revision of the standards 
might seem to have been a step backwards, as if the teeth had been removed 
from the standards. However, in fact the old standards had only the semblance 
of teeth -- many of the old standards were not being enforced and were un- 
enforceable. The present standards have the virtue of frankness. They pose 
starkly the problems confronting the plans. 

It appears that the movement faces two basic problems. One is the re- 
formulation of a philosophy. What is or should be the nature of the plans? 
The idea that the plans are organizations of the hospitals, that they should 
be controlled by them and financially backed by them apparently can no longer 
serve as the common denominator of the movement. 

The other is the problem of plan sovereignty as over against the need 


for joint action and unified control. 
The plans are only too well aware of these problems. There is keen 


recognition that somehow, someway the approval program needs to be strength- 
ened and a stronger central organization developed. 

A significant move was taken at the October 1946 conference. It was 
prcposed that a new central organization to be known as American Blue Cross 
be created. The Hospital Service Plan Commission, shorn of all staff gag 
funds, would be retained as the connecting link between the new organization 


: 6 
and the American Hospital Association._/ 


6/ The new orgamization would not be part of the American Hospital Association. 
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The plans would be grouped into twelve districts, and the plans in eac 
district would elect one representative to the governing board of the new 
central organization. Each district would have a council composed of repre- 
sentatives from the constituent plans. The whole idea of the proposal was to 
make the central organization more representative of the plans, more respon- 
sive to them, with the thought that only to a body so constituted would the 
plans delegate the powers that a central organization needed to have. 

At a meeting in January 1947 the plans adopted much of this proposal. / 
However, instead of a new organization the Blue Cross Commission was revamped, 
as has been set forth earlier in this chapter. 

By the time this account appears further changes in the nature of the 
central organization and of the approval program may have taken place. 
Events are moving so fast that no snapshot of the situation at any given 
movement has any real value. This account has endeavored to give some notion 
of the general background situation, the problems and the forces at work. 


7/ The Organization of the plans into districts has heen carried out, and representatives of the plans 


in each district have been meeting together to elect their representative to the Commission and for 


cb = aes of common problems. In a few districts the plans have made ccnsiderable frogress in de- 
vel 


oping closer coordination, common procedures, cooperation on enrollment, etc. Many plan directors 
regard this development as a most significant one and believe it will go much farther. If the plans 
in each district can develop close coordination with each other with regard to enrollment transfer 
of members, inter-plan service benefits, consolidated billing, greater uniformity of benefits, etc., 


the ability of the plans to achieve the same coordination on a national basis will be increased. 
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CHAPTER |4 
THE DEVELOPMENT AND GROWTH OF MEDICAL SERVICE PLANS 


This discussion of medical service plans jis restricted to a particular 
type of plan, namely non-profit plans open to the general public of a particular 
State or locality, offering free choice of physician, and either sponsored by 
the medical profession or affiliated with a Blue Cross plan, or both. - Dhe 
first plans of this type were established in 1929-1935. But these early plans 
had relatively little influence on subsequent developments. New beginnings 
were made in 1939 and 1940. But not until 1943 did the movement really begin 
to gain impetus. The whole development is relatively new, and in many re- 
spects patterns have not yet crystallized. 


THE RISE OF MEDICAL PLANS IN WASHINGTON AND OREGGN 


The first medical plans were established in various counties in Wash- 
ington and Oregon. One plan was started as early as 1929, - indeed one re- 
port has it that a plan was started as early as 1917, - but most of them 
were established in 1931-1935. All these plans had a common background. 

In both States during the latter part of the nineteenth and the early 
years. of the present century, mines, railroads, sawmills and logging c om- 
panies developed the practice of entering into contracts with physicians, 
hospitals, clinics and "hospital associations" for the provision of medical 
care to workers iniured in the course of employment. The cost of these con- 
tracts was usually divided equally between employer and employee, the enm- 
ployee's share being deducted from pay. Later these practices were given 
formal recognition by the workmen's compensation laws of the two States. 

In both Washington and Oregon a considerable number of private group 
clinics and so-called hospital associations, - some of which owned and others 
did not own hospitals, - developed to take such contracts. In most cases 
these organizations were started by physicians but later came under lay con- 
trol. Gradually employers began to contract with these same organizations 
for ordinary medical care for their employees, the cost usually being met by 
the employees through payroll deductions. ; 

By the late twenties an appreciable part of the medical care of wage 
earners in the two States had come under the control of these organizations, 
and the medical profession was feeling the effects. Abuses developed. The 


hospital associations were in a position to throw their work to designated - 


hospitals and physicians, and, by playing one hospital and one physician off 
against another, they forced rates of remuneration to extremely low levels. 
The general medical profession feeling the ‘inroads of these organiza- 
tions determined to "fight fire with fire". Beginning in 1929, and with 
greater impetus as the depression set in, one by one the county medical so- 
cieties formed so-called medical service bureaus. Stock in these bureaus was 
owned by the participating physicians -- all physicians in the area being el- 
igible to participate. The medical service bureaus contracted with em- 
ployers for care of employees, the latter having free choice amongst all par-~ 
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ticipating physicians. The bureaus paid the hospitals, nurses, and suppliers 
of orthopedic equipment for their. services in full; then they divided what was 
left among the. participating physicians on a prorata fee basis. 

For many years the operation of these bureaus was a source of much de- 
bate among the physicians of the two States. The whole idea of provision of 
care on a prepayment or "contract" basis was under suspicion. Since the bu- 
reaus solicited contracts, many physicians doubted that they were any more 
"ethical" than the commercial hospital associations or private clinics. 
Gradually, however, the bureaus won acceptance both among the profession and 
the public and began to outcompete the clinics and hospital associations. 

At the present time in the State of Washington there are some 22 county 
medical service bureaus. An endeavor to merge these bureaus into a State- 
wide organization is under way. In Oregon all except seven of the county bu- 
reaus were merged in 1943 into a State-wide organization -- Oregon Physi- 
cians' Service. 

All of these organizations provide a fairly comprehensive service for 
the employee: hospitalization, complete physicians' service (except for ma- 
ternity care) in the office, home and hospital, special nursing when re- 
quired, some orthopedic supplies. The charges range from $1.75 to $2.75 per 
month, possibly higher. Since 1944 coverage of varying scope has been ex- 
tended to dependents. The bureaus in Washington generally do not accept em- 
ployees with incomes over $2500 annually. Oregon Physicians' Service has no 
such income limit.}/ 

For some years the hospitals in Washington and Oregon have been dis- 
satisfied with the medical service plans because (a) they had no share in the 
control of these plans, and (bo) such slow progress was being made in the ex- 
tension of hospital service on a prepayment basis to the whole population. 


Accordingly, in 1942 and 1943 the hospitals in the two States started their ' 


own Blue Cross plans. Bitter competition ensued between the two types of 
plans. Lately elements on both sides have recognized the disadvantages of 
this situation, but so far a basis of cooperation has not been found. 


CALIFORNIA PHYSICIANS' SERVICE 


By 1937 or 1938 the medical profession began to be aware that the public 
strongly desired to purchase medical care on a prepayment basis. The pro-. 
fession felt that it should endeavor to meet this demand. In 1938 the 
Governor of California sponsored a bill for compulsory health insurance. 
These two factors were prinarily responsible for the establishment in 1939 of 
California Pnysicians' Service by the California Medical Association. The 
Association advanced $42,000 to the plan as starting capital. In the begin- 
ning two contracts were offered, one at a cost of $1.70 a month, which pro- 
vided complete physicians' service, and a two-visit deductible contract, at 4 


NO  ecenereionanenniam 

1/ At the time of the field visit to these plans in January, 1945, most of them were not making ag- 
gressive enrollment efforts. The threat to private practice from the clinics and commercial hospital 
associations had largely been overccre, and under the then prevailing situation physicians felt that 
they stood to gain little from further expansion of the bureaus. During the war years, physicians 
had more patients than they could well take care of, and it was felt that prepayment would only swell 
the demand for medical attention. Perhaps more impartant was the fact that the fees paid by the 
bureaus were generally somewhat under prevailing charges to non-insured patients, and many physicians 
thought they could earn more from the same group of wage earners as non-subscribers than as sub- 
scribers. Since 1945 the plans have increased their fee schedules and it is understood that at 
present (March 1947) efforts to expand enrollment are being made. 
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cost of $1.20 a month, which provided the same services but wherein the sub- 
scriber paid directly for the first two visits in any illness. Most of the 
contracts sold were of the first type. Subscription was limited to employed 
persons only -- it was hoped that coverage could be extended to dependents 
later. Only. persons earning less than $3,000 a year were accepted. (At the 
very beginning persons earning over this income level were accepted but with 
the proviso that physicians could charge them extra. This did not work out 
and in effect enrollment was limited to those earning less than $3,000 a 
year.) Cooperative arrangements were entered into with the three hospital 
service plans in California providing for joint selling of the hospital and 
medical contracts and joint collection of the Subscription charges. Control 
of CPS was vested in a Board of Trustees composed of ten physicians and one 
lay person. 

Growth was slow. By January, 1940, CPS had 7,000 members; by January, 
1941, 22,000; and by January, 1942, 40,000 members. 

The experience, especially under the more comprehensive contract, was 
disastrous. The number of services demanded by subscribers far exceeded ex- 
pectations, with the result that the plan had to reduce the compensation pro- 
vided to physicians. Physicians were paid on a "unit" basis. The unit had a 
par value of $2.50 which was the fee for an office visit, other services being 
priced at a multiple of this unit. The plan started off paying a unit value 
of $1.75. This Sradually, declined. By January, 1940, it had decreased to 
$1.50. It reached a low of $1.10 in December of that year and remained rather 
constantly at $1.25 through 1941. 

A good many physicians in California had not been persuaded of the ne- 
cessity of establishing CPS in the first place, and the organization did not 
have the united support of the profession. The decline in the unit value 
Still further diminished enthusiasm. Many participating physicians resigned. 
Others refused to accept CPS patients without raking an extra charge directly 
to the patient; some treated CPS patients as if they were charity patients. 
A considerable part of all CPS contracts had been Sold in Alameda county to 
Subscribers of the Oakland Blue Cross Plan. Hence, the Alameda physicians 

suffered severely from.the reduction of the unit value, and in 1942 a large 
group of these physicians resigned en. masse. 

Sale of the full coverage contract was stopped in the fall of 1941 and 
two contracts, one providing for surgical service and for x-ray and laboratory 
Service while hospitalized, and a rider to the latter providing for obstet- 
rics andfor medical service on a two-visit deductible basis, were substituted 
The Surgical contract was offered to both employed persons and depend- 
ents; the medical rider was offered only to employed persons. Beginning in 
1942 the full coverage contracts were cancelled out or converted to the lim- 
ited contracts, and by 1943 the last of these contracts had been retired. The 

effect of this change, coupled with an increase in 1943 in the rates for new- 
ly enrolled groups, was reflected in the unit value whichreached $1.50 by the 
end of 1942, $1.75 early in 1943, and $2.25 in February 1944. 

The limitation of enrollment to persons with incomes under $3,000 was 
found to hinder public acceptance of the plan, and in 1942 special contracts 
on an indemnity basis were offered to persons having incomes over $3,000. 
This did not fully solve the problem. In the press of mass selling, persons 
“With incomes over $3,000 often received the "service" contract, and physicians 
protested when they were compelled to accept CPS fees for these patients and 
could not charge extra. Accordingly, in 1944, the special indemnity contract 
for those with incomes over $3,000 was done away with. One contract was sold 
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to all irrespective of income, and this contract provided that participating 
physicians would not make extra charges to those with incomes under $3,000. 

In 1942 the cooperative arrangements with the Blue Cross plans with head- 
quarters in Oakland (Alameda County) and Sacramento broke down, owing in part 
to the then disaffection of the doctors in these areas with CPS. In order to 
protect themselves in competition with CPS and commercial companies these two 
plans developed their own surgical indemnity insurance riders which they sold 
in conjunction with their hospital contracts. CPS was also forced by the 
competitive situation to develop its own hospitalization contracts which it 
sold in the northern part of the State. The cooperative arrangement with the 
Blue Cross plan in the southern part of the State remained in force. 

By the beginning of 1944 the general position of CPS had improved. The 
unit value had been raised to $2.25, and this, based on a rather high fee 
schedule, was providing fairly satisfactory remuneration to the profession. 
In August, 1944, CPS repaid the loan of $42,000 originally made by the State 
society. In 1945 numerous bills for compulsory health insurance were intro- 
duced in the State legislature. All of these developments caused the profes- 
sion to give staunch backing to CPS and to encourage aggressive enrollment 
efforts. 

Early in 1945 the plan raised its subscription rates (te $3.00 for a 
family for the surgical contract and ¢.90 for the individual for the medical 
rider). Despite this increased income the demand for service was such as to 
force the plan to reduce the unit value to $2.00. The plan has not yet suc- 
ceeded in attaining a stable basis of operation. Nevertheless firm support 
from the profession continues, and, under a new (lay) administrator, enroll- 
ment has steadily increased.2/ 


MICHIGAN MEDICAL SERVICE 


The Michigan State Medical Society has long believed that the profession 
should assume leadership inthe development of arrangements for making medical 
care more available to the public. At a special session of the House of Del- 
-_egates in January, 1939, the Council of the Society was empowered to cooperate 
with labor, industry and other groups in the formation of a non-profit group 
medical care organization. Before such a plan could be established, State 
enabling legislation was necessary. The hospitals of Michigan at this time 
were also‘desirous of starting a hospital plan. Together representatives of 
the hospitals and the medical profession asked for the necessary legislation, 
and in the spring of 1939 two acts, one enabling the formation of hospital 
plans, the other enabling the formation of medical plans, were passed. 

The establishment of Michigan Medical Service was made possible by an 
advance of $17,800 from the State society. The plan was controlled by aboard 
of 35, all but 11 of whom were doctors of medicine. The plan had its own ex- 
ecutive director and administrative staff, but a cooperative arrangement was 
entered into with Michigan Hospital Service, which had started operations 
some months previously, for enrollment and collection of subscription charges. 

The plan first offered a contract for virtually complete medical service 
at charges of $2.00 a month for an individual, $3.50 for husband and wife and 
$4.50 for a family. The subscriber paid directly for the first $5.00 worth 


2/ No mention in this account is made of CPS's housing or rural medical programs. These illustrate, 
probably, the good intentions of the plan, but the final results have not been significant. 
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of medical services in any contract year. This full contract was in existence 
from March, 1940 to July, 1942. It aclieved a peak enrollment of only 10,000 
persons. The public displayed little interest in it but showed infinitely 
keener interest in the surgical contract subsequently offered at a much lower 
cost. It was soon apparent that the charges under the comprehensive contract 
were insufficient to meet the costs, and the plan and the profession were not 
eager to push its sale. 

When Michigan Medical Service opened its doors for enrollment early in 
1940, Michigan Hospital Service was in the midst of negotiations with the Ford 
Motor Company for coverage of its employees. The company was not interested 
in complete care. It wanted a coverage which would take care of the catastro- 
phic illness and would cost the employee not more than $1.00 a month. The 
two plans developed contracts to meet this specification. Michigan Hospital 
Service offered a hospital contract at $.60 a month for the single individual 
While Michigan Medical Service developed a contract providing surgical, ob- 
stetrical, x-ray, and anesthesia service for hospitalized bed patients at a 
cost of $.40a month for a single person, $1.20 for husband and wife and $2.00 
for a family. It was agreed that participating physicians would accept the 
fees of the plan as full payment for their services in the case of Single sub- 
scribers with incomes under $2,000 a year and married subscribers with in- 
comes under $2,500. 

_ These contracts were acceptable to the company and over 60,000 Ford em- 
ployees were signed up within the month. By the end of six months, 78,000 
Ford employees were enrolled. At the close of the contract year the Ford 
Company cancelled its coverage with the two plans and took out insurance 
with a commercial carrier. However, the plans during that year enrolled sub- 
Stantial numbers of General Motors and Chrysler Corporation employees, and by 
January 1, 1942, Michigan Medical Service's enrollment stood at 450,000. 


The plan had a favorable experience with the Ford group but lost money 
on its other groups and on the comprehensive contract, so that by the end of 
1942 it had a deficit of $439,000. To meet this situation rates were increased 
in 1941 and again in 1942. 

Continued operation of the plan anny 1941 and 1942 despite the mounting 
"book" deficit was made possible by two devices. Fron April to September, 
1941, the plan prorated and paid participating physicians only 80 percent of 
What was due them. The effect of this was bad. Physicians tended to lose 
faith in the plan. Officials of the plan state that, when proration was stop- 
ped and payment on the full fee schedule resumed, it was as if the plan had 
received a blood transfusion. 

The second device resorted to was delay in the payment of doctors' bills. 
In July, 1942, physicians' bills were being paid on an average time interval 
ef 33 days between receipt of bill and mailing of the check. By November, 
1942, this tine interval had increased to 60 days. 

On the rates introduced in 1942 Michigan Medical Service was able to put 
its financial house fully in order. Since then the deficit has been erased, 
the lag in payment of physicians' bills has been eliminated, the amounts -- 
aggregating $127,000 -- withheld from the physicians during the period of pro- 
ration have been paid back, and a substantial reserve has been accumulated. 
In the spring of 1945, benefits to subscribers were increased Somewhat. 

During the period of financial difficulties the plan curbed rew enroll- 
ment -- indeed the State insurance department prohibited it from taking on 
new groups. The bar to new enrollment was partially lifted in the fall of 
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1943 and fully lifted in the spring of 1944. Since then enrollment has sub- 
stantially increased. 


OTHER PLANS ESTABLISKED IN 1940 


The growing interest of the medical profession and the public in prepay- 
ment medical plans was shown by the passage in 1939 of enabling acts for med- 
ical service plans in the States of Connecticut, New Ycrk, Pennsylvania, and 
Vermont -- as well as in Michigan. Jn the following year plans were started 
in two of these States, - in Buffaloand Utica, New York, and in Pennsylvania. 

The profession took the lead in the establishment of the two New York 
plans with the thought that just.as hospital plans had been mutually advan- 
tageous to the public and the hospitals, so prepayment medical plans would be 
mutually advantageous to the public and the profession. In both instances 
the establishment of the plans was materially aided by the existence of Blue 
Cross plans to which responsibility for administration of the medical plans 
could be and was delegated. 

In both Buffalo and Utica the profession was convinced that public demand 
and need could be met only by the provisicn of comprehensive service, and both 
plans were consequently started on this basis. The Buffalo planat the outset 
or soon after also offered a limited surgical contract, but this had a very 
small enrollment compared with the comprehensive contract. The Buffalo plan 
was on a "service" basis for subscribers under certain income limits, i. Ce, © 
for subscribers under these income limits the participating physicians agreed 
to take the plan's fees as full payment for their services and not to make 
extra charges to the subscribers. The Utica plan was on a service basis for 
all subscribers irrespective of income. 

Both plans provided for a certain degree of co-insurance, in that sub- 
scribers were to pay directly for, or share the cost of, the first few<caks 
in any illness. Neither plan functioned successfully on the original basis. 
In both cases the demand for service exceeded expectations, and proration of 
fees had to be resorted to. Both plans encountered problems in the control 
of a few physicians who made excessive numbers of calls on their patients. 
The Utica physicians were dissatisfied because they felt that the plan had en- 
rolled a disproportionate number of well-to-do persons -- persons who would 
ordinarily be charged higher fees than those paid by the plan. In Buffalo, 
the discrimination in benefits between subscribers over and under the inc ome 
limits -- the plan was administered so as to necessitate information on in- 
comes from the employer or the employee -- caused difficulties. In Utica 
public response tothe plan was disappointing; people thought that the charges 
were high for what the plan provided. 

It was not long before changes were made in both plans. After about a 
year the Utica plan brought forth a limited service contract (surgery, ob- 
stetrics, x-ray, laboratory and anesthesia services for hospitalized patients) 
at a cost about half of that for the comprehensive contract. This contract 
was on a Straight "indemnity" basis, 1. e., the plan provided stipulated fees 
for the different services and physicians could make extra charges if they 
desired. 8/ This contract proved popular with both the public and the profes- 
8/ The term "indemnity" may perhaps not be the best term to describe this arrangement In medical 
economics the term indemnity has often been used to denote arrangements where the payment is made 
directly to the patient. Under most of the present non-profit plans on a so-called indemnity basis, 
the payment is made directly to the physician. Under the other plans the Coe ee bret made: out 


i joi i i he latter may 
i the patient jointly and 1s sent to the patient. it 
uses bbansica'te th eeicied i which case the check is sent to the latter. The real dif- 


ference between "service" and "indemnity" plans is that under the first physicians cannot charge 
extra, while under the second they can. 
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Sion; it was also successful financially. Soon after the comprehensive con- 


tract was discontinued, and a "medical call” rider to the surgical contract 
= 
; covering hospital calls in medical cases was offered. These two contracts 
’ have been successful, and enrollment has steadily increased. 
* In Buffalo, earl) in 1943, new comprehensive and surgical contracts were 
—— offered. These were ona stra ight indemnity basis. The new comprehensive 


‘ contract didaway with the co-insurance features but placed limits on the num- 
i. ber of calls to which a subscriber would be entitled in any one year. The 


ts new features plus a Slight increase in rates permitted the plan to pay the 
- full scheduled fees on the new contracts, although proration was continued on 


the old. Sale of the old type contracts was discontinued and gradually these 
have been liquidated. For a while all went well and enrollment increased 
Contrary to the experience elsewhere the public showed much greater interest 
in the comprehensive contract (selling at $3.00 a month for a family).than in 
the limited Surgical contract. ($1.70 a month for a family) and the former far 
outsold the latter. However, in 1945 the experience with the comprehensive 


contract turned unsatisfactory and the plan was forced to discontinue its 
Sale. 


The original Pennsylvania enabling act permitted the enrollment only of 
- persons with incomes under certain limits. The State Society organized a 
plan which had its own director and administrative staff but which entered 
into ccoperative relationships with the Pittsburgh hospital service plan for 
enrollment and billing. Although it had been the intention at first to offer 
Sear comprehensive service, the experience of other plans warned against this, 
and a limited contract providing surgical and obstetrical services only was 
offered. It was found that the restriction of enrollment to persons with in- 
comes under the specified level crippled enrollment efforts, and in 1948 the 


~, > 


_ State society sponsored an amendment to the medical service plan act permit- 


ting enrollment of all persons regardless of income. Following this step, 
-  €nrollment has been offered to all, participating physicians being free to 
make extra charges to persons over certain income limits. 


a < 
aa St 
— < 


2s 
~ 
= 


= 


abies Up until 1944 the plan was not vigorously pushed by the State Society, 

-. since then it has been. The cooperative relations with the Pittsburgh Blue 
* oie Cross plan broke down and thus far (March 1947) the Plan and the Blue Cross 
plans of the State have been unable to agree on a mutually satisfactory basis 
_ of cooperation. Thus far growth has been small. 


—" 


A medical plan was also established in 194 in North Carolina. In that 
‘year, Hospital Care Association, one of the two competing Blue Cross plans in 
> * the State, organized a medical service adjunct known as Medical Service Asso- 
[= Ciation. This organization had its own board of directors but otherwise Was 
- administered by the hospital plan. The plan enrolled members only in counties 
where its operations were indorsed by the county medical society. A contract 
_ offering stipulated allowances for Surgical and obstetrical services and hos- 
_. ~ pital calls was offered. In 1943 Hospital Care Association began to offer a 
is Surgical indemnity rider to its hospital contract, thus transforming itself 

- into a joint hospitalization and medical plan. Since then it has pressed the 
= «+ sale of its own surgical contract rather than the contracts of its medical ad- 


ae 


-~ junct. It has, however, continued to use Medical Service Association as a 
Bs vehicle for the extension of special low cost Contracts to Farm Security Ad- 
_ ministration borrowers. 
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service plans; in other States it permits either separate plans or plans which: -s4 


plans. In a few places these men st 


PLANS ESTABLISHED IM 1941, 1942 AMD 1992 


the increasing interest of the medical profession and the public in med- 
ical prepayment was shown by the passage of enabling legislation in four 
States ~ Massachusetts, New Jersey, Ohio and Virginia - in 1#%40 and 1941 and 
by four States in 1943. Although 4 few plans have been started without the 
benefit of legislation, in most States the establishsent of medical plans, as < 
with hospital plans, has had to wait upon the passaze of enabling legislation. - 
In some States the legislation permits the establishment of separate medical a 


can provide both hospital and medical prepayment. igs 


At this point cognizance should be taken of a new force which from 1940 a 
on has played an important role in the establishment of medical plans. This e 
new force 1s the Blue Cross plans. These plans have two interests in the for- 
mation of allied medical plans or in the transformation of themselvesinto 
joint hospital and medical plans. In the first place, the plans are under E 
pressure from their subscribers. The subscribers, in effect, tell them: 
"Since a plan covering hospital services works 60 well, why cannot 4 similar 
arrangement be developed for physicians’ services?" Secondly, the plans in 
selling hospital service contracts are in competition with commercial insur- 
939 or 1940 began to offer surgical coverage along 
From 1941 on the plans increasingly — 
ical coverage handicapped them ima? 


ance companies which in 1 
with their hospitalization policies. 
found that their inability to offer surg 
competition with tne commercial companies. eee 
Since 194U or 1941 the directors and board members of Blue Cross plans — 
have interested themselves more and more in the establishment of medical 
imulated groups of physicians to think 
and the latter in turn then led their medical society to — 
being experienced in this field 


ez 


- 
ce? 


about the problem, 
take action. Often Blue Cross administrators, 
and having the necessary data at their command, aided the medical society by 


developing the actuarial basis for the proposed plan. In a few places where — 
the medical profession was not greatly interested in the establishment of a 
plan, the hospital plan carried the major burden in the work of organizing — 
and establishing 4 plan, even supplying the necessary capital. Where the med- 


ical society was definitely and = 
lishment of a plan often became 


ciety and the Blue Cross plan. s 
Practicai considerations -- the ease of selling medical coverage to the 


already enrolled members of the hospital plan and the disinclination of ex- 
ployers to make payroll deductions for two separate organizations -- made co- 
operation between hospital and medical plans almost 4n absolute necessity. 
Hence, except in northern California, Oregon, Pennsylvania and Washington, 
all of the medical plans mve been allied with the existing hospital plan or 
plans serving the same territory. The device usually adopted was for the 
medical plan to be set up 4S 4 separate corporation with its o#n board of di- 
rectors, but to contract for administration with the BlueCross plan, the same. * 
individual serving as executive director of both plans. / ae 

Plans were started in 1941 and 1942 in five States (in addition to Cal- 
ifornia where two of the hospital service plans extended their coverage to = 
include physicians’ services). In two instances, North Carolina and New York 
City, the major role in establishment of the medical plan was played by the 


enthusiastically interested, then the estab-—_ 
in reality a cooperative endeavor of the so- 
4 
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existing Blue Cross plan. In three other States - Colorado, New Jersey and 
Massachusetts -- all or most of the initiative came from the medical profes- 
Sion. 

In 1941, Hospital Saving Association of North Carolina, the larger Blue 
Cross plan in the State, which is controlled by a board on which the hospi- 
tals, the medical profession and the public have equal representation, began 
to feel the need of offering medical service benefits in order to meet the 
competition of the other Blue Cross plan in the State and of commercial com- 
panies. Accordingly, the plan began to offer a Surgical indemnity contract 
along with its hospital contract. The reserve of the hospital plan served as 
a reserve for the surgical. benefits as well; the plan was not underwritten by 
the profession. 


The plan developed late in 1942 by the New York City Blue Cross plan 
followed, in a sense, a similar pattern. The Blue Cross plan wanted to de- 
velop a medical contract both to Satisfy public demand and to meet competi- 
tion from commercial insurance companies. The medical profession in New York 
City was not anxious to start a plan. The profession was willing to see ser- 
vice benefits guaranteed only to persons with incomes under $2506, whereas 
the officials of the plan thought the income limit for service benefits 
Should be placed at $3500. Unable to secure agreement the plan went ahead 
and formed its own medical adjunct. (The New York law prohibits one plan 
from offering both hospital and medical benefits, although a hospital or med- 
ical plan could act as agent for the other.) The medical plan had its own 
Doard' of directors but had no staff of its’own and was administered entirely 
Dy the Blue Cross plan. <A limited Surgical contract on a straight indemnity 
basis was offered. 

Late in 1944 a compromise agreement was reached with the medical profes-— 
Sion over the issue of the income limit for service benefits. It was agreed 
that participating physicians would not make extra charges to single persons 
and families with incomes under $1860 and $2500, respectively, and that per- 
sons in families with incomes between &25U0 and $3500 if they were charged 
extra and wished to protest might appeal to a committee tor -review of' the 
Charge. Thereupon the medical profession agreed officially to sponsor the 
medical plan, and the plan offered new contracts incorporating the above pro- 
visions relative to service benefits. It continued, however, to offer the 
old straight indemnity contracts.4/ 

In the case of the plans started in 1942 in New Jersey, Massachusetts, 
and Colorado, primary initiative came from the State medical association. The 
State society in New Jersey advanced $5,000 and in Massachusetts $25,000 as 
Starting capital. Both plans were started on a service-indemnity basis. The 
New Jersey plan at first provided that patients who took ward or semi-private 
accommodations would not be subjected to extra charges. Physicians objected 
to this, and after a time the plan adopted the more common provision that 
patients with incomes under certain limits would not be charged extra, with 
the added proviso that subscribers, regardless of income, who voluntarily 
took private rooms, could be charged extra. 

The Colorado plan initially limited enrollment to persons under certain 
income limits. This proved unworkable and for two years the plan made little 
progress. In 1944 the restriction was removed and the plan began really. to 
function. 


ET 
4/ Until late in 1946. 
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In 1943 three plans were started, - in Delaware, Kansas City, Mo., and 
Charleston, W. Va. All three offered a limited surgical contract. The Dela- 
ware and Charleston, W. Wa 2! plans were on a straight indemnity basis; 
the Kansas City, Mo. plan offered a service contract to those under a given 
income limit and an indemnity contract to those above this limit. The Kansas 
City and Charleston plans had separate boards but were administered by the 
hospital plan. In Delaware no separate board was created, and the existing 
hospital plan, with which the Delaware medical profession was well pleased, 
simply issued surgical contracts and thus transformed itself into a joint 
hospital and medical plan. 


RECENT DEVELOPMENTS 


From 1944 on, the development of medical plans has gone ahead with in- 
creased impetus. In 1944 three plans were launched, in 1945, 10 plans, in 
1946, 12 plans. Furthermore from 1944 on, enrollment in the older plans, 
some of which had for a period been quiescent, began rapidly to increase. 

The operation of existing plans, chiefly Michigan Medical Service, had 
served to convince the medical profession that medical prepayment was work-—- 
able, sound, and in the interests of both the public and the profession. The 
profession everywhere had become convinced that the public wanted the oppor- 
tunity of obtaining medical service on a prepayment basis, and that it (the 
profession) should endeavor to meet that demand. The Wagner-Murray-Dingell 
bill and other proposals for compulsory insurance also served to spur the 
profession to action. From 1943 on the American Medical Association actively 
encouraged State and local medical societies to establish plans. Public re- 
sponse to existing plans and the live interest of the Blue Cross plans were 
also factors in the rapid development of the movement. : 

Most of the plans started since 1944 follow the conventional pattern of 
a non-profit service plan organized under special enabling legislation, and 
with control firmly vested in the medical profession. However, several of 
the plans serve to illustrate the varied: forces now active in this field. 


The Ohio enabling act for medical plans, passed in 1941 at the insti- 
gation of the medical profession, contained an ironclad prohibition against 
any plan enrolling persons with incomes over $2400 a year. This has prevented 
the establishment of medical plans on the usual basis. The need for a com-— 
panion medical plan to the successt'ul hospital plan in Cleveland had long 
been recognized. To meet this need outstanding civic and industrial leaders 
in Cleveland late in 1945 organized Medical Mutual of Cleveland, as a mutual 
insurance company. Capital to start the plan was advanced by these civic 
and industrial leaders and by a philanthropic foundation. The plan has its 
own executive director, but enrollment is conducted through the Blue Cross 
plan, and contracts are offered only to those who have the Blue Cross cover- 
age. 

Shortly after establishment of Medical Mutual of Cleveland the medical 
profession of Ohio launched its own plan - Ohio Medical Indemnity, Incorpor- 
ated. This plan is organized aS 4 stock insurance company - Capital was pro- 
vided by the sale of preferred stock to the profession. Holders of this 
stock will receive dividends at five percent, but the stock will be retired 

\: 
oth UN SRS ieo alpear cae er 


5/ It is understood that there are 10 hospital and 9 medical service plans Low operating in the State. 
Only 2 of the hospital plans are approved Flue Cross plans and information has been obtained only 
about the medical plans affiliated with the 2 Elue Cross plans. 
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out of the earnings of the.company as rapidly as possible. The common stock 
on which no dividends are payable is held by the State medical society. This 
plan hasentered into cooperative relations with the Cincinnati and Toledo Blue 
Cross plans and aims to develop similar arrangements with the other plans .8/ 

In New York City in 1945 a group of civic and medical leaders, among 
whom was Mayor La Guardia, formed an organization known as the Health Insur- 
ance Plan of Greater New York. Funds to permit preliminary organization were 
secured from a number of foundations. The plan will provide a comprehensive 
medical service through medical groups, and it has stimulated the formation 
of 18 such groups some of the groups being affiliated with hospitals, some 
not. Hospitalization will be obtained through the Blue Cross plan. The 
plan, which does not have the endorsement of the medical societies of the 
city, began enrollment in January 1947. 

In a number of States the medical profession was for a period reluctant 
to establish its own plan and gave consideration to an arrangement whereby 
insurance companies would provide policies with fee schedules approved by the 
society, and physicians would then agree to accept these fees as full payment 
for their services in the case of patients with incomes under certain a- 
mounts. Arrangements of this nature were at one time decided upon in Wiscon- 
Sin and Illinois but the profesSion in both States has since reconsidered and 
has decided to establish its own plan or plans. In Connecticut the State 
Medical Society has voted to encourage insurance companies to offer medical 
insurance rather than to develop a plan of its own. 

A recital of the history of medical plans would perhaps not be complete 
without touching upon the developments set forth above. Yet it Should be em- 
phasized that these have been atypical. The main current has been the organ- 
ization by the medical profession of plans under special enabling legisla- 
tion. 

The growth in number of plans and in enrollment has been as follows: 


Number of Total 
Period Plans 1/ Enrollment 2/ 
Jan. 1, 1940 3 167,000 
Jan. 1, 1941 8 370,000 
Jan. 1, 1942 10 775, 000 
Jan. 1, 1943 15 965 , O00 
Jan. 1, 1944 19 1,235,000 
Jan. 1, 1945 oe 1,768,000 
. Jan. 1, 1946 32 2,535 ,000 
Jan. 1, 1947 44 4,436,000 


1/ The various county plans in Washington are counted as a Single plan and 
the same is true of Oregon Physicians' Service and its affiliated plans. 


2/ Data for the years 1940-44 includes estimated figures for some plans. 


COORDINATING AGENCY AND ROLE OF THE AMERICAN MEDICAL ASSOCIATION 


In 1943 the then existing medical plans formed a central organization 
known as the Medical Service Plans Council of America. This organization had 
no paid staff, and it served mainly as an agency to call meetings of adminis-— 


————— pee 


/ 
- As of May 1947 the pian had entered into cooperative arrangements with almost all of the Blue 
Cross plans except the Cleveland plan. 
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trators of the plans from time to time. Under the aegis of this organization 
several of the medical plans adopted as their symbol a Blue Shield and called 
themselves Blue Shield plans, and this example has subsequently been followed 
by a good many of the medical plans. 

Throughout 1944 and 1945 the Council on Medical Service and Public Rela- 
tions of the American Medical Association served in some respects as a coor- 
dinating agency of the existing medical plans, and endeavored to give guid- 
ance to local and State medical societies in the establishment of new plans. 
The attitude of the American Medical Association toward prepayment medical 
plans was rather definitely and firmly crystallized by passage of a resolu- 
tion by the Fouse of Delegates in December 1945 which instructed the Poard of 
Trustees and the Council on Medical Service and Public Relations, 

"to proceed as promptly as possible with the development of a 

specific national health program with emphasis upon the 

nation-wide organization of locally administered prepayment 

plans sponsored by medical societies." 

At a meeting of medical plans held in February 1946 under the sponsor- 
ship of the American Medical Association a new central coordinating agency 
known as Associated Medical Care Plans, Inc., was formed. This organization 
will aid in the establishrent of new plans, collect and circulate statistics, 
stimulate the development of arrangements for transfer of members and reci- 
procity of benefits arong the plans, and in general perform the same func- 
tions as the Blue Cross Commission performs for the hospital plans. 

Later in 1946 the Council on Medical Service and Public Relations of 
the A. M. A. announced tentative standards of approval for medical plans. 
Plans approved by the Council are entitled to display the Seal of Acceptance 
of the American Medical Association on their contracts and literature. As 
of February 1947 the Council had approved 52 plans .1/ The Seal of Acceptance 
is a circle within which is a Blue Shield emblazoned with a caduceus and the 


letters "A.M.A." 


fp Aas SIE LETS A a 
1/ Includes 22 plans in Washington, 5 plans in Oregon and. 4 in West Virginia. 
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CHAPTER 15 


PRESENT PLANS, AREA AND POPULATION SERVED 


As of January 1, 1947, 44 medical plars were in operation. This in- 
cludes nine joint hospital-medical plans. by Table 21 lists the plans, shows 
the area served and gives other relevant. data. (Appendix M gives the address 
of each plan and the name of the Executive Director.) 

Of the 44 plans 24 serve an entire State, one serves two States (New 
Hampshire and Vermont) and 19 serve local areas within States, 2/ Relatively 
more of the medical than of the hospital plans are on a state-wide basis. At 
the present time, (January 1, 1947) 20 States are served by a single State- 
wide plan; one State (California) is served by a State-wide plan and by two 
local plans which compete with it; another State (North Carolina) has three 
State-wide plans, one of which serves Farm Security borrower families exclu- 
Sively, and the other two of which compete with each other; another State 
(Oregon)! has two competing state-wide plans; four States are served by local 
plans which together serve the entire State; four States have one or more 
local plans which together do not serve the entire area of the State, and 17 
States and the District of Columbia have no plan at all. Such is the present 
tempo of activity in this field that in another year or two plans will be in 
operation in most or all of the States now without them. 

Of the 44 plans 16 offer coverage of surgery and obstetrics only (and 
X-ray, pathology and anesthesia services where these are not offered by the 
allied hospital plan), 22 go further and provide coverage of physicians' 
services in the hospital for medical cases and six plans go still further and 
provide some coverage of physicians’ sérvice in the office and home. 

Of the 44 plans, four are on a Straight service basis, 17 on a mixed 
service-indemnity basis and 23 on a straight indemnity basis. In point of 
enrollment, 9 percent of the total number of people served are in the service 
plans, 62 percent in the service-indemnity and 29 percent in the indemnity 
plans. : 

The relationships between the medical plans and the Blue Cross plans 
serving the same territory run the gamut all the way from no relationship or 
even outright competition to that inwhich the two plans are one and the same, 

¢ @., one plan issues both medical and hospital contracts. 

The most common relationship, which exists between 20 allied medical and 
hospital plans, is that in which the two plans though established as separate 
corporations, each with its own board of directors, are completely unified 
administratively, i.e., the same individual serves as executive director for 
both plans and there is a Single staff. Administrative expenses are shared 
oo SS ee re 


1/ The county medical bureaus in Washington which are in the process of being coordinated into a 
State-wide organization known as Washington Medical Bureau, are here considered as if they were one 
Plan. Likewise Oregon Physicians' Service and its affiliated county bureaus are also considered as 
if they were one plan. There are a few plans in West Virginia which are not included in this count. 


~ 2/ Ohio Medical Indemnity, Inc. and Louisiana Physicians' Service both of which are State-wide in in- 
tention but at present are operating only in local areas, are here counted as local plans. 
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between the two plans usually on the basis of their relative gross incomes. 

The next most common relationship is that in which the two plans are 
separate corporations with separate boards and different executive directors, 
but there is some administrative coordination between them. Generally the 
hospital plan performs enrollment and billing for the medical plan, or there 
is joint control of these functions. In some cases the staff of the hospital 
plan also handles the payment of medical claims, or again there is joint con- 
trol over this function. This relationship exists between 9 medical plans 
and 14 hospital plans, 2’ and possibly in the case of two other pairs of 
plans for which definite information is not at hand. It is found in a number 
of instances inwhich the medical plan is on a state-wide basis but cooperates 
with two or more hospital plans serving local areas, as in Iowa, Louisiana, 
and Ohio. 

In nine cases the medical and hospital plans are one and the same. a 
All of these plans began as hospital plans and subsequently expanded to pro- 
vide medical coverage. All of these medical plans issue indemnity contracts 
and with some exceptions, of which Delaware is one, they do not have the 
strong support of the medical profession of the area. Four of them (Oakland, 
Sacramento, New Orleans and Oregon) serve areas in which the medical pro- 
fession has its own plan. 

In three States and part of another there is no cooperation between the 
medical plans sponsored by the medical profession and the hospital plans. In 
Washington active competition exists between the county medical bureaus, 
which include hospitalization in their contracts, and the State-wide Blue 
Cross plan. However, two bureaus, those of Yakima and Clark (Vancouver) 
Counties have dropped hospitalization from their contracts and have entered 
into cooperative relationships, the one with the Washington Blue Cross plan 
and the other with the Oregon Blue Cross plan. In Oregon, sharp competition 
exists between Oregon Physicians' Service and its affiliated county bureaus, 
which include hospitalization in their contracts, and the Oregon Blue Cross 
plan which since 1946 has offered medical coveragee In California, there is 
very close administrative cooperation between California Physicians’ Service 
and the Los Angeles Blue Cross plan -- indeed the two plans really function 
as a Single administrative unit. However, in the northern’part of the State 
there is competition between CPS and the two Blue Cross plans. In Penn- 
sylvania, the state-wide medical plan and the five local Blue Cross plans 
have not been able to agree upon a suitable basis of cooperation, although it 
is understood that efforts in this direction are being made. 

In a number of States cooperative relationships between the medical and 
hospital plans are impeded or will be impeded because of differences in ‘the 
areas served. In California, Louisiana, Iowa, Ohio and Pennsylvania the plan 
sponsored by the medical profession isor intends to be on a state-wide basis, 
but there are two or more hospital plans serving these States. In Virginia 
the plan which serves the eastern part of the State must cooperate with four 
separate hospital plans. ee Obviously close cooperation or administrative 


3/ Between the medical and hospital plans in Southern California, Michigan, Montana, New Jersey, 
Cleveland, and between (a) Louisiana Physicians' Service and the Alexandria and Baton Rouge Blue 
Cross plans, (b) Ohio Medical Indemnity and the Cincinnati and Toledo plans, (c) Iowa Medical Service 
and the two Iowa hospital plans, and (d) Virginia Medical Service and the Lynchburg, Newport News and 
Norfolk plans. This relationship may also exist between the New Mexico hospital and medical plans 
and the Utah hospital and medical plans -- definite information on this point is not at hand, 


4/ Alabama, Oakland, Sacramento, Delaware, New Orleans, Chapel Hill, Hospital! Care Ass'n. of Durham, 
Northwest Hospital Service of Oregon, Huntington. 


5/ Virginia Medical Service, operated by the Richmond Blue Cross plan. ) ° 
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be 


unification in these areas is difficult or impossible unless either the 
medical plan breaks down into two or more local plans, or the local hospital 
- plans consolidate into a state-wide plan. 


POPULATION ENROLLED 


As of January 1, 1947 the medical plans had a total enrollment of 
4,436,000. A considerable part of this enrollment, almost half, is in four 
plans -- Michigan, Massachusetts, California Physicians' Service and New York 
City. 

In the case of some medical plans enrollment is rapidly catching up with 
enrollment in the allied hospital plan. Thus in & plans, over 50 percent of 
the members of the hospital plan have been enrolled for medical benefits. In 
southern California, well over 80 percent of the members of the hospital plan 
are enrolled with the medical plan. In Delaware 77 percent of those with 
hospital coverage also have medical coverage. In Michigan the proportion is 
73 percent, in Kansas City 62 percent. A number of allied or integrated 
hospital and medical plans now offer the combined coverage at a single price, 
and prospective subscribers customarily take both coverages or neither. 

Table 22 shows the enrollment in medical plans by States, the percentage 
of the population enrolled, and net growth during 1946. In Delaware 36 per- 
cent of the population of the State have been enrolled, in New Hampshire 19 
percent, 8/ 4n Colorado 16 percent, in Michigan 16 percent. In 6 other 
States between 5 and 13 percent of the State population are members. During 
1946, two plans, Delaware and New Hampshire, had a net growth in enrollment 
of more than 10 percent of the State's population, and two others, Colorado 
and Massachusetts had a net growth of between 5 and 10 percent. The Michigan 
plan had a decrease in enrollment owing largely to administrative difficul- 
ties of the hospital plan which conducts enrollment for itee 


NOTE ON RECENT CHANGES 


Since January 1, 1947 and up to June 1, the following chenges have occurred: 


The plan with headquarters in Milwaukee, Wisconsin has been extended to serve the 
entire State. Ohio Medical Indemnity has entered into cooperative relationships with all or 
- yirtually all of the Blue Cross plans in the State, excepting the Cleveland plan, so that 
it serves all or mest of Ohio outside of the Cleveland area. A plan with headquarters in 
Albany, N. Y., and affiliated with the Albany Blue Cross plan, has begun enrollment. 

‘The medical plans affiliated with Blue Cross plans reported a total enrollment as of 
April 1, 1947 of 4,565,138 (this is exclusive of the plans outside the United States, and of 
the Yakima plan in Washington). Addition of the total (approximate) enrollment in Oregon, 
Pennsylvania and Washington as of the first of the year, brings the total enrollment to 


4,957,000. 


————— 


6/ The New Hampshire medical plan was expande 
tually all of its enrollment as of January 1, 


v/ Appendix I shows the enroliment history of each plan since its es 


d to include Vermont only in November 1946. Hence vir- 
1947 was in New Hampshire. 


tablishment. 
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TABLE 22 


ESTIMATED 
CIVILIAN 
POPULATION 
JULY 1, 1945 


ENROLLMENT 
JAN. 1, 1947 


DELAWARE 277,455 100 ,983 
NEW HAMPSHIRE 1/ 445 , 930 85,370 
4} COLORADO 1,060,239 fie ave ae Ws 
MICHIGAN 5,435,092 850,000 
WASHINGTON 1,953,725 250,0003/ 
MASSACHUSETTS 4,086,197 461,000 
NORTH CAROLINA 35,333,999 318,504 
OREGON 1,193,792 96, 74138/ 
CALIFORNIA 8,120,105 573,546 
MISSOURI 3,481,949 181,849 
NEW YORK 12,343,450 598,474 
VIRGINIA 2,810,278 105,059 
INDIANA 3,387,463 82,531 
WISCONSIN 2,934, O44 66,900 
NEW JERSEY 4,104,176 88,088 
MONTANA 42,519 8,996 
NEBRASKA 1,155, 744 21,540 
WEST VIRGINIA 1,716, 94+ pe 
OHIO 6,823,137 118,324 
ALABAMA 2,128,120 45,791 
NORTH DAKOTA 519,709 6,185 
OKLAHOMA 1,941,499 20,283 
LOUISIANA 2,343,406 21,384 
KANSAS 1,656,588 14,558 
1OWA 2,236,203 L 7s 2a 
UTAH 591,910 4, O44 
PENNSYLVANIA 9,142,797 55} ,0003/ 
NEW MEXICO 490,302 2,583 
TEXAS 6,338,309 32,242 
FLORIDA 2,059,505 2,919 
OTHER STATES 32,244,801 0) 


TOTAL U.S.A. 


year was in New Hampshire. 
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1/ The New Hampshire medical plan was expanded to include Vermont in 
November 1946. Hence, almost all enrollment as of the end of the 


Enrollment in Medical Plans by States, Jan. 1, 1947 
Percent of the Total Population Enrolled and 1946 Growth 
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CHAPTER 16 


SUBSCRIPTION PATES AND BENEFITS 


Table 23 shows the rates charged and the scope of benefits provided by 

the various medical plans. 

In general thecontracts offered by the medical plans -- some plans offer 

more than one type of contract -- fall into the following three main groups: 

1. Contracts covering surgical and obstetrical service, with or without 
coverage of x-ray, anesthesia and laboratory services. 

2. Contracts covering these same services, and in addition hospital 
calls in medical cases. This coverage may be offered in a single 
inclusive contract or through a contract of type 1 supplemented by a 
separate contract covering hospital calls. : en 

3. Contracts providing surgery, obstetrics and office, home and hospi- 
tal calls. This expanded coverage may be offered through a contract 
of type 1 supplemented by a contract offering office, home and hos- 
pital calls or through a single contract. . 


SURGICAL CONTRACTS 


A little more than one third of the plans offer only the first type of 
contract. These limited contracts are usually known as surgical contracts; 
actually, however, both surgery and obstetrics are covered. The contracts 
offered by some plans cover only surgery performed in the hospital; other 
plans cover surgery performed in both the hospital or office, and still other 
plans -- more numerous than either of the other two groups -- cover all sur- 
gery irrespective of where it is performed. Actually these distinctions are 
not very important, since almost all surgical procedures of any complexity 


are performed in the hospital in any case. Some coritracts cover only obstet-— 


rical service performed in a hospital; others do not have this restriction. 
Again the distinction is unimportant since the medical coverage is only sold 
to persons enrolled in the hospital plan, and a woman who has hospital cover. 
age will certainly go to the hospital for her confinement. 

The coverage of x-ray, anesthesia and laboratory services under the sur'~ 
gical contract is determined very largely by the scope of the allied hospital 
plan. In general, the surgical plan will offer such of these services as are 
not offered under the hospital plan. In most instances, when these services 
are offered, they are available only to hospitalized patients or are ctflerea 
only in connection with surgical cases covered by the plan. 

About two thirds of the medical- planus provide x-ray service. Very few 
of these provide the service without limit, most furnish the service up UoO:& 
dollar limit -- commonly $15.00 - per contract year or per admission. Limix- 
ations cf the same sort are also imposed, thouyl less frequently, upon anes- 
thesia and laboratory service. A number ofthe plans provide electrocardio- 
graph and basal metabolism tests. 
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The rates charged for the surgical. contract tend to be about the same or 
somewhat less than those charged by the hospital plans for hospital coverage. 
Some examples are: the Colorado plan -- ¢.75 a month for a single person, 
$1.50 for husband and wife, and $2.00 for a family; the Delaware plan -- $.60 
for a single person and $1.65 for a husband and wife or 4 family; the New York 
City plan -- $.40, $1.00 and $1.80 for a single person, husband and wife, 
and a family respectively. The lowest rates for this type of contract are 
those of the two North Carolina plans, both of which issue, at a family rate 
of $.90 a month, contracts with a low schedule of allowances, $75 being the 
maximum paid for any operation. (Both plans also offer contracts carrying a 
higher schedule of allowances.) The highest rate charged for this type of 
contract is that of California Physicians! Service. This plan charges $.8U0 a 
month for a single male, $1.20 for a single female, $2.00 for a husband and 
wife, and $3.00 for a family, and the contract does not provide obstetrical 
service. The plan has a high fee schedule, and unlike most other plans, pro- 
vide a fee for the services of an assistant at an operation. 


CONTRACTS COVERING SURGERY, OBSTETRICS AND HOSPITAL CALLS 


A growing number of plans (at present 22 out of 44) cover surgery, ob- 
stetrics and physicians' services in hospitalized medical cases. Most plans 
offer this coverage in a single contract. A few -- usually those which pre- 
viously offered only a surgical contract -- offer a hospital call contract as 
an optional supplementary contract to the surgical contract. A number of 
plans offer both the surgical contract and the surgical and hospital call 
contract, and the subscriber takes his choice. The general tendency is for 
the plan to push the sale of the more comprehensive contract and in time the 
less comprehensive contract is dropped. 

Under most of the plans hospital calls are covered only after a ‘waiting 
period, usually three days, i.e., coverage begins with, say, the fourth day 
of hospitalization. However, a few of the plans provide coverage from the 
first day of hospitalization, and a few others provide coverage fromthe first 
day in cases staying in the hospital four days or more. The reason for the 
waiting period, of course, is to prevent any tendency for people to request 
hospitalization in minor illnesses sclely so tlat the plan would yay the phy- 
Sician's bill. 

All or virtually all of the plans offering this type of coverage place 
strict limits on the number of hospital calls for which the plan will pay .2/ 
Thus, the Charleston plan will pay for no more than one visit per day for not 
more than 42 days per year. The two Missouri plans cover physicians' visits 
for 21 days in stays of 4 or more days. The New York City plan pays physi- 
cians' charges to the extent of $3.00 for each day of hospitalization from 
the 4th till the 2ist day, and thereafter up to $10 a week, up to the 111th 
day of hospitalization. The Utica plan will pay for 21 calls per hospital 
stay. The same plan, probably to guard against the possibility that patients 
might stay in the hospital solely to obtain payment of the physician's bill, 
will also pay for up to 8 home or office calls within 1U:days of discharge 
from the hospital. 

Monthly subscription charges for the surgical, obstetrical and hospital 
eall contract tend to run $.25 to $.75 (for a family) more than those for the 


1/ Where the subscriber is entitled to indemnity benefits, coverage of hospital calls may be provided 
by allowing either a certain payment for each call or a given amount for each day in the hospital. 
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Surgical contract, in plans which offer both types of contracts. Typical 
charges are: The Massachusetts plan, $-85 for a Single person, $1.65 for 
husband and wife and $2.00 for a family;2/ Michigan, $.90, $2.20, $3.25; St. 
Louis, $.85, $1.85 and $2.25. The Kansas City plan charges a family rate of 


| $.25.a month for its separate hospital call contract sold as a supplementary 
| contract to the surgical contract. 


CONTRACTS PROVIDING SURGERY, OBSTETRICS AND 
OFFICE, HOME AND HOSPITAL CALLS 


Seven plans offer this coverage. However, one of these plans (Medical 
Service Association of Durham, N. C.) is restricted to Farm Security Adminis- 
tration borrowers, and another offers this coverage only on an experimental 
basis. 

The New Hampshire-Vermont and the Syracuse plans offer a so-called medi- 
cal contract covering physicians' office, home and hospital calls, as an op- 
tional, supplementary contract to the surgical one.2/ The first plan charges 
¢.65 a month for a single person, $1.30 for husband and wife and $1.50 for a 
family for its contract. It is on a two-visit deductible basis, i. e., the 
subscriber pays for the first two visits in any illness, and has a limit of 
30 calls a year per person. As of January 1, 1947 about 20 percent of the 
subscribers in the plan had enrolled for this contract. The Syracuse plan 
charges $.9U0 a month for a single person and $1.30 for husband and wife or a 
family. There is a limit of 25 calls per year for the subscriber and 15 for 
each dependent. 3 

California Physicians' Service provides its medical coverage only to the 
employed person. The charge is ¢.94 a month over and above the charge for the 
surgical contract. Care is furnished up to a year for each non-chronic ill- 
ness but the subscriber must pay for the first two calls in each separate 
illness or accident. CPS furnishes obstetrical care under this contract 
rather than under the surgical contract as do the other plans. 

The plans in Washington and Oregon offer a comprehensive service, except 
for obstetrics, to the employed person and some of these plans have recently 
extended partial or comprehensive coverage to dependents. The King County 
(Seattle) Medical Service Bureau, the largest plan in Washington, charges 
$1.75 a month to the employed person for its so-called Standard Contract.- 
This provides physicians' care and hospitalization for 26 weeks in any one 
illness. Care is not provided for childbirth, pre-existing conditions, con- 
ditions not common to both sexes, venereal disease, chronic ailments and var- 
ious other conditions. A contract which provides physicians' care for eight 
months and hospitalization for six months in any one illness and which covers 
practically all conditions, except obstetrical, is offered for $2.75 a month. 
Oregon Physicians' Service charges $3.00 a month and offers physicians! ser- 
vices for one year and hospitalization for six months for any illness. An 
annual health examination is included. Special nursing, extractions, and am- 
bulance service are also provided. Obstetrical and a number of other condi- 


2/ These were formerly the rates for the surgical contract. The plan added hospital calls without 


increasing the subscription cost. 


3/ The Buffalo plan used to offer a contract of this type but was forced to discontinue its sale be- 
cause of unfavorable experience. 


4/ Data as of February 1945. Later data not available. 
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tions are not covered. This contract is available only to employed persons. 
Recently contracts providing hospitalization and surgical service for depen- 
dents have been offered. 

Some of the county plans in Washington have begun to offer to dependents 
the comprehensive service that was formerly offered only to employed persons. 
The charge for the employed person and his dependents is said to range from 
$5.00 to $10.00 a month. 

The New York City plan has offered on an experimental basis a contract 
providing quite comprehensive coverage of physicians' services, i. e-, sur- 
gery, obstetrics and hospital, office and home visits. Calls in excess of 20 
for any one illness are subject to specific authorization of the plan. The 
charge is $1.60 a month for a single person and $4.00 a month for husband and 
wife or a family. Enrollment has been held to about 15,000 persons. 


MATERNITY BENEFITS; CONDITIONS EXCLUDED FROM COVERAGE 

Table 24 shows the provisions of the plans with respect to maternity 
benefits and certain conditions which are not covered or are covered only 
after a waiting period. In all instances the plans provide care for mater- 
nity only after the woman has been enrolled for a certain period -- usually 
9 or 10 months. Most plans also require that a woman to be eligible for mater- 
nity care must be enrolled under either a husband and wife or a family con- 
tract. The provisions of a medical plan with respect to maternity benefits 
are virtually always the same as those of the hospital plan with which it is 
allied. 

A little less than half (19 out of 44) of the plans exclude care for 
pre-existing conditions, and an additional 11 provide service for such con- 
ditions only after the member has been enrolled for a certain period -- us- 
ually six months or a year. As with hospital prepayment some of the plans 
waive this exclusion in the case of large groups with a high percentage of 
enrollment. Some 29 of the plans will provide a tonsil operation only after 
the member has been enrolled for a certain period -- 3 months to a year; il 
plans have a waiting period for hernia operations and a few (8) for hemmor- 
rhoid operations. The rationale of these restrictions, of course, is to pre- 
vent abuse of the plan by persons who learn that they need an operation and 
then enroll in the plan. 

Of the 44 plans 22 exclude plastic surgery for cosmetic reasons, 14 ex- 
clude service for tuberculosis after diagnosis, the same number do not pro- 
vide care for mental disorders and 13 exclude care for venereal disease. A 
number of the plans have one or two or more other exclusions. Common ones 
are service in drug addiction or alcoholism cases, self-inflicted injuries 
and congenital conditions. 


SERVICE AND INDEMNITY BENEFITS 


The plans fall into three main groups: those on a straight service ba- 


Sis; Sy on a service-indemnity basis; and those on a straight indemnity 
basis.- 


5/ Again it is emphasized that the distinction between "service" and "indemnity" does not lie in wheth- 
er the plan pays the doctor or the patient. Most of the indemnity plans pay the physician directly. 
The distinction lies in whether or not the physician agrees to accept the plan's payment as full re- 
muneration for his services and to make no extra charge to the patient. Possibly the term "indemnity" 
is not fully descriptive. In some respects the term "dollar allowance" might be better. But in- 
demnity will be used because it is the one in current ugage. 
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The plans in Washington and Oregon, and the North Dakota and Roanoke 
plans, constitute the first group. The full service character of the Wash- 
ington and Oregon plans requires qualification in the light of the fact that 
Some of them do not enroll all population groups irrespective of income. 
Some of the county medical society plans in Washington have an income limit 
for subscribers -- they usually endeavor to limit enrollment to those with 
incomes under $2500; others have no such income limit. Oregon Physicians! 
Service has no formal income limit (some of its affiliated county plans do) 
but endeavors to avoid enrollment of persons with high incomes. 


Of the 44 plans, 17, including most of those with large enrollment, of - 
fer service benefits to some of their subscribers, depending upon income or 
hospital accomodations used, or both, and indemnity benefits to others.®/ 
The remaining 23 plans offer indemnity benefits apy ee aie eet 

Under the service-indemnity plans, as Table 25 shows, the income limits 
for service benefits are generally $1500, $1800 or $2,000 for a single per- 
Son and $2500 or $3,U00U for husband and wife or a family. The Montana and 
New Mexico plans have the highest limits -- $4,000 for a single person or a 
family. Colorado has the lowest limits -- $1500 for a single person, $1920 
for a couple and $24v00 for a family. 


X 


Two plans, New Jersey and Michigan, stipulate that a subscriber to be 
entitled to service benefits must not only have an income under the specified 
level but must occupy a ward or semi-private room at the hospital. If he 
occupies a private room, when use of such a room is not required by the na- 
ture of the illness, the physician can charge him extra. One plan, Utah, 
has no income limits for service benefits. If the subscriber takes ward or 
semi-private hospital accommodations he is entitled to service benefits; if 
he takes a private room, unless this is required by the nature of.his ill- 
ness, the physician can make an extra charge. 


7 


The full service plans provide their subscribers with a contract which 
states that they are entitled to certain services aS needed. The indemnity 
plans provide their subscribers with a contract which contains a schedule of 
indemnity allowances for each operation or service. The service-indemnity 
plans pursue different policies in this regard. The contracts of a few plans 
-- Kansas, Kansas City, New York City and Richmond -- contain a schedule of 
dollar allowances and a statement that participating physicians have agreed 


5/ The New York City plan has been included among the plans on a service-indemnity basis. There may 
be some question as to this classification. This pian has been issuing both indemnity and service- 
indemnity contracts. kKecently the plan has raised the allowances paid under the indemnity contracts 
to the same amounts (éxcept for delivery) as thosé paid under the service-indemnity contracts. since 
participating physicians agree to accept these amounts as full payment for subscribers under the des- 
ignated income limits, the contracts that were formerly on an indemnity basis have for all practical 
purposes been put on a service-indemnity basis. 


_T! There appears to be a trend towards the service-indemnity type of plan and away from the straight 


indemnity type. Thus of the 10 plans started in 1945, one was on a service, 2 were on a service- 
indemnity, and 7 on an indemnity basis. Of the 12 plans started in 1946, one was on a service, 7 
were on a service-indemnity, and 4 on an indemnity basis. 
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TABLE 25 


income Limits and Other Requirements for Service Benefits 
Under Service-indemnity Plans ' 


Data as of December 1946 


INCOME LIMITS 


HUSBAND 
AND WIFE 


OTHER 
REQUIREMENTS 


PLAN 


SINGLE 
PERSON 


FAMILY 


CALIFORNIA PHYSICIANS’ SERVICE 
COLORADO 

FLORIDA 

1OWA 

KANSAS 

LOUISIANA PHYSICIANS SERVICE 
MASSACHUSETTS 

MICHIGAN 

KANSAS CITY, MO. 

Be ereaky WARD OR SEMI-PRIVATE ACCOM- 
NEW MEXICO a (MODATIONS 
NEW? YORK, Nic Ys = 

PENNSYLVANIA 
UTAH WARD OR SEMI-PRIVATE ACCOM- 
RICHMOND, VA. = (MODATIONS 
MILWAUKEE, WISC. ) x 


WARD OR SEMI-PRIVATE ACCOM- 
- (MODATIONS 


“~s 


This was raised early in 1947 to $3,000. 
Husband, wife and one child, $2,600; two children, $2,800; three or mere children, $3,000. 
Husband and wife, $2,500; $250 additional for each child. 


A family subscriber with income between $2, 500 and $3, 500 may ask for review of the reason- 
ableness of any extra charge by a special committee of physicians. 


Sa a 


1a 10 Io 1 


— 


oz 


to accept the stated allowances as full payment in the case of subscrioers 
under the specified income limits. The remaining plans provide ‘their. sub- 
seribers with a contract which states that subscribers with incomes under 
certain levels, etc., are entitled to specified medical services, but that 
participating physicians may make an extra charge to subscribers not entitlec 
to service benefits. 

These latter plans, it is apparent, do not make plain to the subscribers 
not entitled to service benefits (and these subscribers often constitute 
more than 50 percent of the total) just what benefits they are entitled to. 
Such subscribers are not guaranteed service benefits and the dollar allowances 
to which they are entitled are not set forth in the contract.2/ 


8/ As a result these plans have a large demand from subscribers for copies of their fee schedules for, 
baturally, over-income subscribers want to know the indemnity allowances to which they are entitled. 
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Indeed such subscribers under most or all of these plans are not guar- 
anteed a fixed and definite benefit. By implication these subscribers are 
entitled to an indemnity allowance egual to what would be paid to the physi- 
cian in the case of a subscriber entitled to service benefits. But -this-a1nH- 
demnity allowance is not a t'ixed and certain amount. If the plan is paying 
100 percent of its fee schedule to participating physicians, then the indem- 
nity allowances are equal to the fees in the schedule. It, however, the plan 
because of financial difficulties reduced its payments to participating physi- 
cians to, say, 80 percent of the scheduled fees, then it is not clear whether 
subscribers not qualifying tor service benefits would be entitled to credits 


against physicians' charges equal to 1U0 percent or only 80 percent of the 
fee schedule. 


INDEMNITY ALLOWANCES. 


At this point in the exposition, the schedules of indemnity allowances 
given under the plans which provide indemnity benefits in whole or in part 
‘might well be set forth, for under these plans these are the benefits provided 
to subscribers. However, it is useful to compare the indemnity allowances 
under these plans with the payments made to physicians under the plans pro- 
viding service benefits. The discussion of payments to physicians comes in 
the next chapter and hence discussion. of the indemnity allowances will be de- 
ferred until that chapter. 


BENEFITS WHEN SUBSCRIBERS UTILIZE NON-PARTICIPATING PHYSICIANS 


All of the service and service-indemnity plans and about half of the in- 
demnity plans provide their benefits through so-called participating physi- 
cians. These are physicians who have entered into an agreement with the plan 
to serve its subscribers and to accept payment therefor from the plan. [In 
most cases these physicians also agree to underwrite the plan financially, 
that is to accept reduced fees from the planif necessary while still provid- 
ing the contractual benefits to subscribers. Under the plans which provide 
service benefits in whole or in part, participating physicians also agree to 
accept the tlan's fees as full payment for their services to "service" sub— 
scribers. Some of the indemnity plans do not have contracts with physicians 
and thus nave no participating physicians. 


The majority of the plans with participating physicians provide recuced 
benefits when the subscriber utilizes a non-participating physician. ee 
reason for this, of course, is the belief that since participating physicians 
undertake certain obligations towards the plan it whch be VER ae Bat 
physicians and would lessen inducements to Peres pee if NOD Ea. ee ee 
physicians were accorded the same rights and were paid the same fees. 

Some of the plans provide relatively more valuable benefits when the 
Subscriber is served by a non-participating physician outside the plan's area 
than when he is served by a non-participating physician within the plan's 


area. Here again the reason is plain: the first physician cannot be ex- 


pected to participate; the second can be and the plan uses such pressures as 


it can to make him participate. et 
' Table 26 shows the benefits accorded to subscribers when they utilize 


non-participating physicians within and without the plan's area. 


\ 
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TABLE 26 


Allowances Provided When Non-Participating Physicians Are Used 
Data as of December 1946 


(Note: These are the allowances set forth in the contracts. 


Some plans deviate from these provisions in practice; see text) 


IN PLAN AREA OUTSIDE PLAN AREA 


% OF IN- Bos 2 ec % OF IN- pees 
PAID PAR PAID PAR 
DEMNITY DEMNITY 
TICIPAT ING ULE TIC IPAT ING 
SCHEDULE PHYSICIANS haps PHYSICIANS 


ALABAMA 
CALIFORNIA PHYSICIANS’ SERVICE 
OAKLAND 
SACRAMENTO 
COLOR'ADO 
DELAWARE 
FLORIDA 
INDIANA 
OWA 
LOUISIANA PHYSICIANS SERVICE 
NEW ORLEANS, LA. 
MASSACHUSETTS 
MICHIGAN 
KANSAS CITY, MO. 
ST. LOUIS, MO. 
MONTANA 
NEBRASKA 
NEW HAMPSHIRE-VERMONT 
NEW JERSEY 
NEW MEXICO 
BUFFALO, N. Y- 
NEW YORK, N. Y.~ 
ROCHESTER, N. Y. 
RA N > 
UTICA, Ne-Y. 
CHAPEL HILL, Ne C. 
HOSPITAL CARE ASS'N., DURHAM, N. C. 
MEDICAL SERVICE ASS'N., DURHAM, N. C. 
NORTH DAKOTA 
CLEVELAND, OHIO 
OH10 MEDICAL INDEMNITY 
OKLAHOMA 
OREGON PHYSICIANS‘ 


AT LEAST 75 b/ 
100 p/ 
bh / 


SERVICE 


“PENNSYLVANIA 
TEXAS 9/ 
UTAH 

RICHMOND, VA. 


WASHINGTON (KING COUNTY)? 
CHARLESTON, W. VA. 
HUNTINGTON, W. VA. 
MILWAUKEE, WISC. 


a/ 
b/ Services from non-participating physicians paid for only in emergency cases. 


Plan does not have participating physicians; pays all physicians on the same basis. 


c/ Information not available. 


d/ Under certain contracts allowances for non-participating physicians’ services are 
limited to 76 percent of what plan would pay participating-physicians for the same service. 
However, it is believed that the plan disregards this in practice and pays non-participating 
physicians on the same basis as participating ones. : 


e/ Provisions of surgical indemnity contracts. Under the medical-surgical contract, allow- 
ances for non-participating physicians’ services are limited to two-thirds the amount the 
plan pays participating physicians for the same service. 


f£/ Maximum liability is $50.for professional services outside the State. 
§/ Data as of March, 1946, 


h/ Data as of March, 1946, 


2h Plan has no participating physicians. Provisions of contract stipulate that surgical 
and obstetrical benefits are payable only when the services are rendered by doctors of medi- 
cine licensed under the laws of West Virginia. 
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As regards non-participating physicians within the area, three plans 
(California, Montana and New Mexico) state in théir contracts that benefits 
are provided only if subscribers are served by participating physicians, i1.e., 
no payment whatever is made for the services of non-participating physi- 
Cians. Another 12 plans state in their contracts that services of non-par- 
ticipating physicians within the plan's area will be paid for only in cases 
ef accidents or emergency illness. Six of these plans provide that in such 
cases the non-participating physician will be paid what a participating phy- 
Sician would have received for the same service, another (Massachusetts) 
provides a payment equal to "at least 50 percent” and the remaining plans 
pay either 75 or 50 percent of what would have been paid to a participating 
physician or of the amounts set forth in their indemnity schedule. 


Some of these plans do not in practice adhere to these provisions of 
their contracts. Since June 1946 California Physicians' Service has been 
paying non-participating physicians at the same rate as participating ones, 
no question being raised as to whether the service was of an emergency char- 
acter or not. The Michigan plan, virtually from the beginning, has followed 
the same policy. The Massachusetts plan has never reused a claim from a 
non-participating physician and pays all such claims 106 percent. The Colo- 
rado plan does not extend participation to osteopaths vut pays an. approved 
list of osteopaths at the same rates as. participating physicians. It is be- 
lieved that a few of the other plans construe all cases in which subscribers 
are served by non-participating physicians as emergency ones and pay 100 per- 
cent of what would be payable to a participating physician. 


Of the remaining 16 plans with participating physicians, 4 pay non-par- 
ticipating physicians 50 percent, 5, 75 percent and 7, 100 percent either of. 
the amounts in their indemnity schedule (if the contract contains an indem-— 
nity schedule) or alternatively (if the plan is on a service or service-in- 
demnity basis and the contract contains no schedule of indemnity allowances) 
of what would have been paid a participating physician for the same service. 


There is a distinction between these last two provisions, i. e., as tu 
whether the plan pays a certain percentage of: its indemnity schedule or a 
certain percentage of what would be paid a participating physician, which it 
is well to understand. The first gives subscribers a definite benefit when 
they utilize non-participating physicians and the subscriber knows what it 
is. The latter does not give subscribers this information and as a matter 
of fact the benefit is not a fixed and definite one, i. e., if the plan re- 
duced its payments to participating physicians below its regular fee sched- 
ule, the credit which a subscriber received when utilizing a non-participat-— 
ing physician would be reduced in the same proportion.2/ 


As regards payments for the services of physicians outside the plan 
area: Of the 31 plans with participating physicians, 12 state in their con- 
tracts that they will pay for the services of physicians outside the plan 
area only in cases of emergency. Again it is known that some of these plans 
disregard this provision in practice. Most of the plans (whether they limit 
payments to emergency cases or not) will pay 100 percent of what would have 


i i i iber to a hospital plan re- 
9/ ted that by contrast the indemnity allowance which a subscri 
Cale si wide kar gaes to a non—-participating hospital is definite, is set forth in the contract, and 


does not depend upon what the plan is paying participating hospitals at the time. 
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been paid to a participating physician or 100 percent of their indemnity al- 
lowance schedule; a few pay only 75 percent of one or the other of these 
amounts. 

There have been discussions among the medical plans of the possibility 
of developing reciprocity arrangements whereby subscribers served in another 
plan's area would receive service benefits. 1t is understood that the pro- 
fession-sponsored plans in seven Western States, under the leadership of CPS, 
have set up reprocity arrangements of this character. 


168 


yee faye. SE ef 


CHAPTER 17 


PARTICIPATING PHYSICIANS AND PAYMENTS TO THEM: 
PHYSICIAN GUARANTEE OF BENEFITS 


Most of the plans provide service through participating physicians. 
What physicians or practitioners are eligible to participate? 

This is determined in the first instance by the relative provisions, if 
any, of the enabling act under which the plan operates. As will be shown in 
more detail in Chapter 18 about half of the present enabling acts restrict 
participation to doctors of medicine. Some of these acts stipulate that 
participation shall be limited to duly licensed physicians, a term which in 
some States would include osteopathic physicians. A few specify that doctors 
of medicine and osteopaths may participate or prohibit any discrimination be- 
tween schools of practice. A few of the acts specify that all physicians or 
all qualified physicians in the area shall have the right to participate. 

The great majority of plans permit any licensed doctor of medicine to 
participate and restrict participation to such individuals. The exceptions 
to this general rule are few. The New Hampshire-Vermont plan extends parti— 
cipation only to members of the medical societies of the two States. i The 
Milwaukee plan limits participation to members of the State society. It is 
believed that the plans in the State of Washington have a similar rule. The 
Utica plan states that doctors of medicine and osteopaths may participate. 
The other plans inNew York State permit "any duly licensed physician" to par- 
ticipate, and it is believed that under the laws of this State this phrase 
would include osteopathic physicians. California Physicians' Service and the 
Colorado and Michigan plans restrict participation to doctors of medicine but 
in practice pay osteopaths on the same basis as doctors of medicine. 

In many places the inclusion or exclusion of osteopaths has been a source 
of difficulties and controversy. California Physicians' Service formerly ex- 
cluded osteopaths. However, the latter are numerous and have a considerable 
following in this State and it was found that this rule impeded presentation 
of the plan to the public. Hence in 1946 the California Medical Association 
voted to pay for service rendered by osteopaths. In Kansas City, Mo. a con- 
siderable part of the population uses the services of osteopaths as is indi- 
cated by the fact that the number of these practitioners is one-half as great 
as the number of doctors of medicine. Osteopaths are not permitted to parti- 
cipate in the plan, as a result of which they have advised their patients not 
to join the plan. Undoubtedly the hostility of the osteopaths has slowed 
down the growth of both the medical plan and the hospital plan (which ex- 
cludes osteopathic hospitals) of this city. 


1/ This was true of the New Hampshire plan before it was expanded to Vermont and it is believed that 
the same rule still applies. 
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In Maine there is one osteopath for every two doctors of medicine. It 
is probable that a plan which did not permit patients to use osteopaths would 
not have wide public acceptance. The physicians of the State have been un- 
willing to start or sponsor a plan which would be open to osteopaths, with 
the result that thus far no plan at all has been established. 

In Rhode Island the medical society wishes.to start a plan which would 
exclude osteopaths and wants the Rhode Island Blue Cross plan to administer 
this plan. The latter refuses to administer any plan which would exclude 
osteopaths on the ground that it does not feel free to deny to its subscribers 
the right to have the services of any legally qualified surgeon. For over a 
year this deadlock has prevented the establishment of a plan. 

It is also of interest to consider what practitioners may provide 
service under the plans which do not have participating physicians. With 
possibly one exception these plans will only provide their benefits when the 
subscriber is served by a doctor of medicine.2/ Two of these plans, the New 
Orleans and Alabama plans, go further and provide that the subscriber must be 
served by a physician who is a member of his county medical society. 


EXTENT TO WHICH PHYSICIANS ARE PARTICIPATING 


Medical plans face a different problem than hospital plans in obtaining 
the participation of those giving service. Most hospital plans do not have 
more than 50 or 100 hospitals in their area and once the terms of participa- 
tion have been agreed upon between the plan and a committee representing the 
hospitals, it is relatively easy for the plan to secure the participation of 
the hospitals in its area. In the great majority of the plans, all of the 
recognized hospitals in the area are participating. | 

It is otherwise with the medical plans. Here the number of physicians 


whose participation should be won often runs into the thousands. There are 


difficulties in the way of reaching all of these individuals and explaining 
the’ plan to them. The fact that the medical society has launched or endorsed 
the plan by no means assures that all or even a large proportion of the 
physicians will participate. In general it is only as (a) the medical 
society actively and enthusiastically pushes the plan and exhorts physicians 
to participate, and (b) individual physicians become convinced that the 
operation of the plan will be both helpful to the public and advantageous to 
themselves, that substantial participation is obtained. 

Accurate figures for the various plans on the extent to which all active 
practitioners in the area have agreed to participate are hard to obtain, are 
often misleading and become quickly obsolete. It is for example more im- 
portant for a surgical plan to have the participation of surgeons who are 
doing most of the surgical work than of, say, pediatricians who are doing 
very little surgery. A state-wide plan may show an average participation of, 
say, only 80 percent, but it may have almost 100 percent participation in 
those areas in which it is actively selling contracts, and small participa- 
tion in other areas where it has not. yet become active. 

Table 27 gives data for certain of the plans, including most of the 
older ones, on the extent of participation. It will be seen that the extent 
of participation (in general as of December 1946) ranges from 33 percent in 
a EES ES icc: ENE 


2/ The possible exception may be the Indiana plan which provides benefits when subscribers are served 
by physicians, a physician being defined as one "holding an unlimited license to render unlimited 
medical or surgical service." 
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Iowa, where the plan is relatively new to practically 100 percent in Dela- 
ware and Roanoke. | 
TABLE 27 


Percent of Active Physicians of the Area 
Participating in Medical Plans 


Data for Certain Plans, Various Dates 


BASIS OF PERCENT OF. 
PLAN DATE OF PHYSICIANS 
(Service or | !NFORMATION REPORTED TO BE 
Indemnity) PARTICIPATING 


CALIFORNIA PHYSICIANS’ SERVICE 82 
| COLORADO ; 83 1/ 


DELAWARE 
1OWA 
KANSAS 


PRACTICALLY 100 
ABOUT 33 2/ 
ABOUT 90 


MASSACHUSETTS 

MICHIGAN 

KANSAS CITY 

NEW HAMPSHIRE 

NEW JERSEY 

BUFFALO 

NEW YORK CITY 

NORTH DAKOTA 

ROCHESTER 

OREGON PHYSICIANS’ SERVICE 


PENNSYLVANIA THAN 
ROANOKE, VA. PRACTICALLY 100 
WASHINGTON, VARIOUS COUNTY PLANS 3 ; 80 - 100 


1/ Of members of State Medical Society. Participation in Denver to which the plan 
formerly confined operations is close to 100 percent. Extent of participation out- 
side Denver is rapidly increasing. 


2/ Most of the participating physicians are located in certain cities. Reasons for 
low participation are not known, except that the plan is relatively new. 
3/ Percent of participation in various counties ranged from 94 percent to 36 percent. 


4/ The main reason for low participation is the large number of physicians in the 
area and the difficulty of reaching them - there are 17 county medical societies and 
many physicians do not attend meetings. Few if any physicians have refused to par- 
ticipate. It is mainly that the plan has not been brought effectively to their 


attention. 

5/ Plan thus far is operating in Cass County. Here 95 percent of all members of the 
medical society are participating. 

6/ In five counties. Physicians in another county have not yet voted whether to par- 
ticipate or not. 


1/ It is believed that some of the non-participating physicians are obstetricians and 
pediatricians who have not participated in the past because their services were not 


covered. 


8/ Plan has been in effective operation only a short period. Extent of participation 
has been held back by differences between some of the county societies and the state 
society, and the inability of the plan and the Blue Cross plans to reach a satisfac- 


tory cooperative arrangement. 


The situation in certain areas calls for special comment. In California 
there has been a reluctance on the part of some physicians to participate be- 
cause the plan all along has paid less than its scheduled fees. The phy- 
sicians of certain counties have voted in their county societies not to 
participate, holding that the plan should be on an indemnity basis. However, 
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in 1946 the physicians of the Sacramento, area who for seven years held out 
against CPS voted to participate. In Michigan right from the start the 
physicians of certain counties refused to participate, holding that the plan 
should be on an indemnity basis. However, many of the physicians in these 
counties are "cooperating" with the plan even though not formally participa- 
ting. In various other plans differences of opinion as regards the principle 
of "service" or "indemnity" have at one time or another held back participa~ 
tion. 

In general, andas one would expect, the extent of participation is some- 
what higher in the plans that are on an indemnity basis than in those on a 
service basis in part or in whole. However, this factor is by no means a 
determining one, as may be seen from the fact that of the two plans which 
have practically 100 percent participation one is on a straight indemnity and 
the other on a full service basis. Certain of the indemnity plans have not 
been able to obtain 100 percent participation of the physicians in their 
area; the dissenting physicians are against prepayment in principle, or have 
no interest whatever in it, or find the plan faulty in some detail. In most 
plans with relatively low participation the main explanation is that the plan 
is new and has not been enthusiastically supported By the medical Since. or 
societies of the area. 

In a letter written in December 1946 to the executive directors of 
representative plans the writer asked these individuals to give themain 
reasons for non-participation. The plan directors were further asked to in- 
dicate the character of non-participating physicians -- were they the more 
qualified or less qualified physicians, the high priced specialists or 
general practitioners, the rural or urban physicians, etc. 


The replies indicated that the non-participating physicians could not be 
placed in any single category. Some of these physicians were men just re- 
turned from military service who had not yet become familiar with the plan. 
Several of the executive directors stated that most of the non-participating 
physicians were older men who were not interested in anything new and whose 
ideas of medical economics were behind the times. Some of the comments may 
be quoted: "The physicians who are not participating are the older ones... 
and a few prima donna specialists... Participation is approximately the same 
in rural and urban areas.” "In general the physicians who are not participa- 
ting are those who are not aware of the plan...The high priced specialists 
were among the first to execute the participating physicians agreement....So 
far as I know there is no tendency on the part of any type of practitioner, 
specialist or general practitioner...to withhold participation." 


"The physicians who are not participating are those who are against the 
prepaid movement, those who are too busy with their own private practice, and 
those who are going to retire soon... These men are the average physicians, 
not the poorer ones or the specialists or the general practitioners." 


"In the main the non-participating ones are'\those who are not familiar 
with the program... There are fewer than a half dozen high pressure special- 
ists who have explicitly stated that they are not interested. I do not 
believe it is a matter of higher fees with them, rather that they are so 
tremendously overburdened that they feel, erroneously of course, that parti- 
cipation would give them added volume which they cannot physically handle." 

"I am sure our participating physicians are at least average-.-.practi- 
cally all the top men are enrolled." 
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PAYMENTS TO PARTICIPATING PHYSICIANS 


To set forth and compare for all of the plans the fees paid for the 
multitude of surgical and other procedures would be neither feasible nor use- 
ful. However, the general level of the payments to physicians can be indi- 


cated by the fees paid for certain of the more common procedures or services. 
The data are set forth in Table 28. 


In comparing the fees paid by the different plans, it should be borne in 
mind that in the case of subscribers entitled to service benefits, the pay- 
ments represent the entire payment to the physician, whereas in other cases, 
the fees allowed are in the nature of credits against the physician's charge. 
Except in Washington, Oregon, California and Buffalo the plans have currently 
been paying 100 percent of their fee schedules. The plans in Washington and 
Oregon have been paying, it is believed, about 90 or 95 percent of their fee 
schedules. California Physicians' Service has been paying at the rate of 80 
or 90 percent of its fee schedule. The Buffalo plan temporarily reduced pay- 
ments to its physicians in 1946 because of financial difficulties gai te 
from coverage of home and office calls. 


The fee or indemnity allowance most commonly paid for a normal delivery 
is $50. The two North Carolina plans both pay only $25.00 for this service 
under their lower cost contracts, more under their higher cost contracts. A 
few plans pay $40, including Massachusetts. (Under this latter plan general 
practitioners agree to accept this fee as full payment for "service" sub- 
scribers, but specialists in obstetrics may make a specified extra charge.) 
A few plans pay $60 or $75 for a delivery. California Physicians' Service 
pays $100. Most of the plans pay either $75 or $100 for an appendectomy, - 
the lowest payment is $50, the highest $125. Most of the plans pay either 
$75 or $100 for a unilateral hernia operation, the range being between $50 » 
and $110. The plans commonly pay $3.00 or $2.00 for a hospital call or office 
visit and a dollar more for a home call. Some of the plans pay higher fees 
for the initial than for subsequent calls. 


RELATIONSHIP BETWEEN PLAN PAYMENTS AND PHYSICIANS' CHARGES 


In the case of the indemnity and service-indemnity plans interest 
attaches to the relationship between the plan's payments or indemnity allow- 
ances and physicians' charges to subscribers. This relationship, of course, 
indicates the degree of protection given subscribers by these plans. Data 
are available for only a few plans. 

Table 29 provides data from the Delaware plan which is on a straight in- 
demnity basis. During the first 9 months of 1946 the plan's payments covered 
the doctor's charge in full in 68 percent of the cases and in the aggregate 
met 74 percent of total charges. 


During the year 1945 plan payments covered doctors' charges in full in 
72.5 percent of all cases and met 76 percent of total charges. 
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, TABLE 29 
Comparison of Plan Payments and Doctors! Charges, 
Delaware Surgical Plan, Jan. | - sept. 26, |I946 
PERCENT OF TOTAL PERCENT OF 
CASES PAID IN TOTAL CHARGES 
FULL 
SURGICAL PROCEDURES 54.5 : 
X-RAY Tae 1316" 
ANESTHESIA 81.0 A 
TRANSFUS IONS 90.0 ae 
ALL “CASES 68.1 ee 


Fart: of the charges for x-ray service are paid by the hospital plan. 
plan are included where x-ray claims are paid in full but are not inclu 
full. Together the two plans met approximately 90 percent of doctors! 


Payments made by the hospital 
ded where they are not paid in 
charges for x-ray service. 


Under this plan there is a wide variation in the ratio of plan payments. 
to doctors! charges by type of surgery or procedure. Thus in fracture cases 
plan payments met 90 percent of total charges, in appendectomies 89.5 percent, 
in female genital cases 80.1, in deliveries 71.5, in tonsil and adenoid cases 
62.5, in eye cases 53.9, and in cases involving surgery of the mouth other 
than tonsil and adenoid cases, 43.7. Obviously this plan's idemnity schedule 
is closer to the standard or average charges for certain operations or pro- 
cedures than for others. 

Data are available for the Buffalo N. Y. plan for the period September 
1944 to February 1945. During this period the plan's payments met 81.3 per- 
cent of the physicians' charges in medical cases (at that time the plan 
covered home, office and hospital calls), 70.9 percent in surgical cases, 
72.6 percent in gynecological cases, 72.3 percent in maternity cases, and for 
all cases together 76 percent of the aggregate of physicians’ charges. 

The New Hampshire Plan (also straight indemnity basis) reports that from 
its inception up to August 1945, its payments covered 84.4 percent of the 
total of physicians' charges for surgery and obstetrics,, 77.4 percent of the 
charges for anesthesia, 100 percent of the charges for x-ray service and for 
all services together 84.1 percent. The 1946 annual report of the plan 
states that in many areas physicians are accepting the plan's allowances as 
full payment in the case of all subscribers, and that complaints from sub- 
scribers of extra charges on the part of physicians are rare. 

One’ indemnity plan made a study in 1945 of a sample of its claims. This 
plan at that time had an indemnity schedule which was the same as that used 
by insurance companies and which these companies had found low for the area 
in question. It was found that the plan payment covered the physician's 
charge in full in 19.3 percent of all cases, met from 80 to 99 percent of the 
charge in 2.8 percent of the cases, met from 60 to 79 percent of the bill in 
33.2 percent of the cases, from 40 to 59 percent of the bill in 24.7 percent 
of the cases, and met less than 40 percent of the bill in 20 percent of the 
cases. The plan payments met a larger portion of the charge in cases carry- 
ing a high scheduled payment than in cases with a low scheduled payment, and 
for all cases together it appeared that the plan was meeting about 65 percent 
of the total of doctors’ charges. 

The New Jersey plan (service-indemnity basis) reports that for November 
and December 1945 the plan payments met the doctors' charges in full in 57.7 
percent of the cases and covered about 80 percent of the aggregate of phy- 
sicians' charges. 

Data for no other plans are available. The executive directors of some 
of the service-indemnity plans report that some physicians currently accept 
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the plan's payments as full payment for all subscriber-patients. Some plans 
receive numerous complaints from subscribers, whoare over the income ceilings 
for service benefits, of extra charges by physicians. (This matter will be 
discussed in more detail in a later chapter.) However, the plans apparently 
have no data showing what the situation really is, and the degree of protec- 
tion afforded by these plans to those of their subscribers not entitled to 
service benefits remains a mystery. 

In sum, under 4 indemnity plans and one service-indemnity plan the de- 
gree of protection, at various periods in the past, has ranged from about 65 
to 8d percent. 


ADEQUACY OF PAYMENTS TO PHYSICIANS 


It is difficult to appraise the adequacy of the fees or indemnity allow- 
ances paid under the plans. It must be borne in mind of course that under 
the indemnity plans or as regards the subscribers of the service-indemnity 
plans entitled only to indemnity benefits, the fees paid do not necessarily 
represent the total received by the physician. 

One way of appraising the adequacy or fairness of these fees might be to 
compare them with the fees regularly charged by physicians to non-plan 
patients, or the fees actually collected from such patients 3/ Unfortunately 
data for such a comparison are not available. 

One possible test of the adequacy or inadequacy of the scheduled fees or 
indemnity allowances is provided by comparison with the fees paid under the 
Veterans Administration "Home Town" medical care program. These latter 
fee schedules have been jointly negotiated between the State medical society 
and the Veterans Administration and presumably represent levels of remunera- 
tion which are fair both for the government and the medical profession. This 
comparison is made for six plans in Table 30. 

In the case of California Physicians' Service, in seven out of nine 
selected procedures the fees payable by the plan (before proration) are 
identical with those paid by the Veterans Administration. In one operation 
the CPS fee is lower than the VA fee; in another instance it is higher. In 
general the two schedules are the same. Physicians accept the VA fees as 
‘full payment for all veterans; they agree to accept the CPS fees as full pay- 
ment only for those with incomes under $3,000. This comparison would seem to 
indicate that the CPS schedule is high as it applies topersons with incomes 
under $3,000 or,alternatively,that the profession could fairly accept these 
fees for the entire subscribing public, irrespective of income. However, it 
must be borne in mind that CPS has never paid its scheduled fees 100 percent. 

In the case of the Michigan plan the plan's fees and the VA's fees are 
identical in 8 out of 9 operations, and in one the VA fee is higher by 20 
percent. Roughly therefore the VA schedule can be regarded as about 2 or 3 
percent higher overall than the plan's schedule. On the basis of the same 
reasoning as above, and assuming that the VA schedule represents fair re- 
muneration, Michigan's schedule can be regarded as high for the income 
groups entitled to service benefits, or alternatively physicians should be 
willing to accept these same fees for all subscriber-patients. 


3/ A survey in 1929 found that physicians collected 81.5 percent of their charges. (Leven, Maurice, 
The Incomes of Physicians, Committee on the Costs of Medical Care, Publication No. 24, University of 
Chicago Press, 1932.) 
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The VA schedule for Kansas is somewhat higher than that of the Kansas 
plan and the same is true for New Jersey and Ohio. -The VA schedule for 
North Carolina is appreciably higher than the higher of the two indemnity 
schedules of the North Carolina plan. In comparison with the VA schedules 
the schedules of all four plans, regarded as minimums, would not seem to be 
excessive. 


In Oregon the fee schedule of Oregon Physicians' Service and that of the 
VA are identical. The same is true for Montana. On the same reasoning as 
above, the fee schedule of Oregon Physicians' Service, being a full service 
plan can be regarded as reasonable; that of the Montana plan, holding as it | 
does only for those with incomes under $4,000, might seem tobe a little high. 

These observations must obviously be accepted with caution. The yard- 
stick employed is one which changes from State to State. 


Another possible approach to an evaluation of the fee or indemnity 
schedules of these medical plans is to compute what these payments would mean 
in terms of income to the profession if the whole population of the area were 
enrolled in the plan. This may be done by assuming that the subscription 
costs of the plan are ‘fixed so as to support the given fee schedule, and that 
subscription costs per subscriber, after deduction of reasonable allowances 
for administrative costs and additions to reserves, represent income to the 
profession. 


The New Jersey plan estimates that its income from subscribers equals 
$.67 per person a month. If the whole (1940) population of the State were 
enrolled the plan's income would be approximately $33,447,000. a years’ As= 
suming that administrative expenses and additions to reserves will in the 
long run require 20 percent of this amount, there would be left approximately 
$26,757,000 as income for the profession, - an amount which divided among the 
approximately 4700 (pre-war) active private practitioners of the State would 
give each an annual gross income of $5693 a year. This would yield a net in- 
come of about $3400. This income would be derived from surgery, obstetrics 
and hospital calls on medical cases, services from which the profession prob- 
ably now derives only about a third of its income, the remainder coming from 
office and home calls. It would appear from this that if the whole popula- 


tion of the State were enrolled at present subscription rates and the pro- 


fession received 80 percent of the plan's gross income, the profession would 
do well financially, even if no extra charges were made to subscribers over 
the income limits for service benefits. There is one qualification which 
must be made to such a calculation: the total volume of medical work would 
probably be considerably greater under the assumed conditions and the present 
physicians might have to work considerably harder, or an increased number of 
physicians would be needed. If this last were true the average income per 


‘physician would be reduced. 


A similar calculation may be made for Michigan. In 1945 officials of 
the plans estimated that if the whole population were enrolled at the then 
present subscription rates the plan's income (after deduction of 2U0 percent 
for administration and additions to reserves) would yield each active private 
practitioner in the State an annual gross income of about $5600. This in- 
come would have been derived from surgical, obstetrical, x-ray and anesthesia. 
service in hospitals. The analogous figure at the plan's present subscription 
rates ($3.25 per family) for the surgical, obstetrical and hospital call con- 
tract would be about $8UU0U0 for an expanded scope of service. : 
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In general it appears that the medical profession would fare well finan- 
cially if the whole population were enrolled in these plans.4/ 


PHYSICIAN GUARANTEE OF BENEFITS 


Medical prepayment, like hospital prepayment, is based on the principle 
of insurance. The plan receives from its subscribers certain periodic pay- 
ments in return for which it obligates itself. to provide these subscribers 
with certain services or benefits as the need for these arises. It is of 
the greatest importance, naturally, that the plan should not default upon 
its obligations to subscribers - having received their Subscriptions it must 
be in a position at all times to carry out its obligations to them and to. 
provide the contractual benefits or services. The special characteristics ~ 
of insurance and the need for protection of the public has led in all States 
to public regulation and supervision of the insurance business. 


There are three ways by which the soundness of medical plans -- their 
ability to provide the contractual benefits to their subscribers -- can be 
as sured. 


The first method is by the plan having capital and reserves of an | 
amount sufficient to carry it through any temporary period in which benefit 
expense plus the cost of administration exceeds income, and to give it time | 
to adjust its rates and benefits, if need be, so as to regain a financially 
sound position. ; 

The second method is through agreement of the participating physicians ~ 
to provide the contractual services or benefits to subscribers even though 
the plan is unable to pay physicians at its scheduled rates. Under this 
situation the plan's resources are in effect augmented by the resources of 
all the participating physicians. | 

A third possible method by which the delivery of benefits to subscribers 
may be guaranteed is through the agreement of subscribers to pay special as- 
sessments if the financial situation of the plan so requires. This method 
of underwriting is the one generally used by so-called mutual insurance com- 
panies, although many such companies after they have accumulated sufficient 
reserves to assure their financial stability eliminate the liability of 
policy holders to assessments. While the liability of subscribers to asses- 
ments seems, on paper at least, an effective means of guaranteeing the 
ability of a plan to provide its scheduled benefits, one may doubt whether 
in practice this guarantee adds anything more than is given by a plan's 
ability readily to adjust its rates and benefits. Subscribers to a medical 
plan, unlike the policy holders of a life insurance company, are not held to. 
the plan by long term contracts. In practice many subscribers would prob- 
ably drop out when asked to pay a special assessment and, in any case, the 
time required by the plan to levy and collect a special assessment would 
probably be as great as that required to institute a change in rates and 
benefits. 

Medical plans are as yet very largely in an experimental stage and the 
possibility that any plan may get into financial difficulties is not at all 
remote. Hence it would seem essential for the protection of the subscrib- 


icians 1 ivate practice had an average 

t of Commerce survey found that in 1941 physicians in priv ' 
a tiekee ct ts 047 (Incomes in Selected Professions, Survey of Current Business, October 1943. ) 
The magazine Medical Economics found that in 1948 non~-salaried physicians had an average net income 


of $9,186. (Medical Economics, February 1945, p. 46.) 
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ing public that such plans should be firmly underwritten in one way or 
another. The importance of this is indicated by the history of several of 
the existing plans which have run into financial difficulties in the past 
and would probably today not be in existence except for the fact that they 
were underwritten by their participating physicians. 

What is the current situation regarding the underwriting of medical 
plans? 

Of the 42 plans (as of Jan. 1, 1947) for which full data are available 
20 are definitely and firmly underwritten by their participating physicians. 2/ 
In these plans the participating physicians agree to provide the specified 
services or indemnity credits to subscribers even though the plan is unable to 
make its scheduled payments to physicians. The physicians further agree not 
to cancel their participation except on a year's notice, or, if cancellation 
on shorter notice is permitted, to provide the specified services and credits 
to subscribers during the remainder of the contract year on then-existing con- 
tracts or until such contracts can be cancelled. 

three of these plans (CPS, Oregon Physicians' Service and the plans in 
Washington) use proration of fees as a current part of their operations. 
The other plans in this group as well as all the other plans aim to build 
up reserves to provide the initial defense against an unfavorable experience, 
relying upon the underwriting by participating physicians as a second defense. 

In eight other plans there is some degree of underwriting by partici- 
pating physicians.§/ eee participating physicians of these plans agree to 
provide the service or credits and to accept reduced fees if necessary. How- 
ever, the contracts with participating physicians permit these physicians to 
withdraw on short notice - 15 or 38U days - or no notice at all.// ifs asplan 
so situated should reduce its payments to physicians and all or any large 
number of the participating physicians withdrew from the plan, there would, 
of course, be no effective underwriting. In practice, it is highly improbable 
that most or many of the physicians would withdraw if the plan reduced its 
payments. Probably they would continue to provide the service. Nevertheless, 
from a contractual standpoint the plan is not firmly underwritten. 

Fourteen of the plans are not underwritten in any way by the medical 
profession. 8/ These plans do not have participating and non-participating 
physicians. All of them are on a straight indemnity basis and they pay the 
same indemnity allowances to all physicians in or out of their area. 

Of these 14 plans, three are organized as mutual insurance companies and 
are presumably underwritten by their subscribers since the latter are liable 
to assessments.?/ Three other plans are also organized as mutual insurance 


companies, but are not underwritten by their subscribers, the latter not 
being subject to assessments. 19/ Presumably this is because these ‘plans 


5/ California Physicians' Service, Delaware, Iowa, Kansas, Massachusetts, Kansas City, Montana, New 
Hampshire, New Jersey, New Mexico, Buffalo, Rochester, Syracuse, Utica, North Dakota, Oregon Physi- 
cians' Service, Richmond, Roanoke, Milwaukee, and the plans in Washington. It is not altogether 
certain that Kansas belongs in this group as the underwriting obligation is a little indefinite. 


6/ Colorado, Louisiana, Michigan, New York City, Medical Service Assoc. of Durham, Pennsylvania, 
St. Louis, and Charleston. 


1/ Colorado, 30 days; Louisiana, 30 days; Michigan, 15 days; Medical Service Assoc. of Durham, 30 days; 
Pennsylvania, 30 days; St. Louis, 30 days; New York City, no notice: Charleston, 30 days. 


8/ Alabama, Sacramento, Oakland, Indiana, New Orleans, Nebraska, Hospital Care Assoc. of Durham, 
Hospital Saving Assoc. of Chapel Hill, Ohio Medical Indemnity, Cleveland, Oklahoma, Northwest Hospital 
Service of Oregon, Texas and Huntington. 


9/ Indiana, Cklahoma and Nebraska. 


10/ Cleveland, Sacramento, and Texas. 
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have sufficient capital or reserves so that they are permitted under the laws 
of their State to issue policies without contingent liability of the policy 
holders. One plan (Ohio Medical Indemnity, Inc.) is organized as a stock in- 
Surance company; it is underwritten so to speak by its contributed capital. 


The remaining seven plans in this group are all joint hospital-medical 
plans.i1/ Two of these plans (New Orleans and Oregon) and possibly another 
(Hunt ing ton) are underwritten by their member hospitals, which means that the 
hospitals are also responsible for the obligations of the medical contracts; 
three plans (Durham, Oakland and Chapel Hill) are not underwritten by the 
hospitals and for one plan (Alabama) definite information on this point was 
not available. 

It will be seen from this review that about two-thirds of the present 
medical plans are financially backed up by the medical profession, although 
in some of these plans the underwriting is not contractually secure. The 
proportion of medical plans underwritten by the medical profession is about 
the same as the proportion of hospital plans underwritten by the hospitals. | 
It would seem’that in order to protect’ the subscribing public the insurance 
departments of the various states should see that medical plans which are not 
firmly and definitely underwritten by the medical profession (or by hospitals) 
should have reserves of an amount which would permit them to do business if 
organized as mutual or stock insurance companies under the State law. In 
other words medical plans should be firmly underwritten by the medical pro- 
fession (or by hospitals - if hospitals wish to undertake this obligation) or 
they should have sufficient capital or reserves to give the subscribing 
public adequate assurance that they will not default upon their obligations. 

In connection with the underwriting of plans by the medical profession 
the following factor needs to be taken into consideration. The underwriting 
of a plan by its participating physicians is practicable when the plan pro- 
vides service benefits, but the same conclusion might not hold when the plan 
provides indemnity benefits in whole or in part. Under the latter type of 
plan, if prorating had to be resorted to, some physicians might increase their 
charges to subscriber-patients in order to make up for the reduction in fees 
paid by the plan. For example, if the scheduled indemnity benefit or credit 
for acertain operation was $100, but under proration physicians received only 
$90, some physicians might increase by $10 the charge that they might other- 
wise make tc these patients. To the extent that this happened in practice, it 
would be the public and not the profession which was really underwriting the 
plan. 


11/ Alabama, Oakland, New Orleans, Hospital Care Assoc. of Durham, Hospital Saving Assoc. of Chapel 
Hill, Northwest Hospital Service (of Oregon) and Huntington. 
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CHAPTER 18 
LEGAL STATUS OF MEDICAL PLANS* 


The provision of medical service on a prepayment basis is an activity of 
the same general nature as the provision of hospital service on a prepayment 
basis, and the legal status of non-profit plans offering medical service is 
identical with or similar to that of hospital service plans. 

Most of the hospital service plan acts passed previous to 1943 did not 
permit these plans to offer medical service contracts. Hence, when the medi- 
cal profession and civic groups desired to establish medical prepayment plans, 
they found it necessary or desirable, in most States, to request the passage 
of legislation which would permit the establishment of medical service plans 
as separate organizations or would permit the existing hospital service plan 
or plans to broaden the scope of their activity and offer medical service as 
well. In the last two or three years several of the States which did not 
previously have enabling acts for hospital plans have adopted legislation 
which would enable the formation of hospital or medical plans, or both, or 
combined hospital and medical plans .2/ 

The first legislation authorizing medical prepayment by non-profit plans 
was passed in 1939. To date such legislation has been enacted in 26 States. 
The States having such legislation and the years in which the initial laws 
were passed are as follows: 


1939: California*, Connecticut, Michigan, New York, 
Pennsyl:ania and Vermont 

1940: New Jersey and Virginia* 

1941: Massachusetts and Ohio 

1942: ----- 

1943: Maine*, New Hampshire, North Carolina*, West Virginia 

1944: -~---- 

1945: Alabama*, Arizona*, Florida*, Illinois, Iowa, Kansas 

Maryland*, Minnesota, North Dakota, Rhode Island”, 

Tennessee and Wisconsin. 

*Permits one plan to issue both hospital and medical, service contracts. 


Not all of the present medical or combined hospital and medical plans 
are organized under this legislation. Five plans (Cleveland, Nebraska, Okla- 


homa, Sacramento, and Texas) are organized as mutual insurance companies in 


compliance with the state laws regulating such organizations. Five plans 
(California Physicians’ Service4’>» and the Colorado, Delaware and the two 


* As of May 1946. 
1/ Appendix G contains the text of a model law of this type, drawn up by the Blue Cross Commission. 


2/ The Insurance Commissioner of California began an action in 1940 against California Physicians‘ 
Service on the ground that it was illegally engaging in the insurance business. The District Court 
of Appeal in February 1945 handed down a decision to the effect that CPS is not in the insurance 
bisiness but is a service organization in the nature of a cooperative. 
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Missouri plans) and the numerous county medical society plans in Washington? / 
have been considered or consider themselves as not engaging in the insurance 
business and operate without Special enabling legislation. The plans in New 
Orleans and Oregon operate. under legislation designed to permit the operation 
of "service insurance" companies and "hospital associations", respectively.4/ 


RELATIONSHIP OF MEDICAL AND HOSPITAL PREPAYMENT 


Of the 26 laws providing for medical prepayment by non-profit plans, the 
acts of 17 States provide for medical service plans separate and distinct from 
hospital plans .&/ In these States medical and hospital plans must be organ- 
ized as separate corporations.®/ 

The acts of the other nine States make it possible for one and the same 
pian to offer both hospital and medieal prepayment. The laws of Arizona, 
Florida, North Carolina and Virginia. / authorize the establishmentof separate 
hospital and/or medical plans or of combined plans. The Maryland law pro- 
vides for health service plans which may offer either hospital, medical or 
dental service or any combination of these services. The Alabama and Maine 
acts authorize hospital service plans to offer both hospital and medical ser- 
vice. The Rhode Island law provides for non-profit medical service corpora- 
tions, but also specifies that a corporation organized under the hospital 
service plan act may, with the consent of the State medical society, amend 
its articles of association, and may then exercise the powers of a non-profit 
medical service corporation. The California Act is of a different nature from 
the others in that it was not intended to provide for general medical prepay- 
ment. The legislation, passed as an amendment to the hospital service plan 
act, was designed to permit hospital service plans to cover x-ray, pathology 
and similar medical services in the hospital. The act permits hospital ser- 
vice plans to offer "indemnification of the beneficiary or subscriber for the 
costs and expense of professional medical service rendered during hospital- 
ization", and under this wording the Oakland and Sacramento plans have offered 
indemnification for the cost of physicians' service in the hospital. 


PROVISIONS OF ENABLING LEGISLATION FOR MEDICAL SERVICE PLANS 


This review of the provisions of enabling legislation for medical ser- 
vice plans will not deal with those acts which permit combined hospital and 
medical plans, since the provisions of these laws, excent for the sections 


3/ The Attorney General of the State of Washington has questioned the legal status of the county med- 
ical service plans but as yet no adverse determination of their legal status has been made. 


4/ See Chapter 7. 


5/ Connecticut, Illinois, Iowa, Kansas, Massachusetts, Michigan, Minnesota, New Hampshire, New Jersey, 
New York, North Dakota, Ohio, Pennsylvania, Ténnessee, Vermont, West Virginia and Wisconsin. 


6/ There is nothing in the acts of any of these States which would prevent some interlocking of the 
directorates of medical and hospital plans -- indeed in most States it would be legally possible for 
the directors of the two corporations to be the same people. However, in many States the hospital or 
medical plan act contains provisions, such as that a majority of the board of directors must be hos- 
pital representatives or physicians, which would constitute a practical barrier to the two corpora- 
tions having identical directorates. 


1/ The Virginia act is so verbose, unnecessarily complicated and in part contradictory that it is 
hard to tell what it means. It certainly seems to provide thatone plan may offer both hospitaliza- 
tion and medical services in the hospital, and it is believed to provide that one plan may offer both 


hospitalization and medical service in or out of the hospital. 
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relating to participating physicians and underwriting by physicians, were 
described in. the chapter dealing\with the legal status of hospital plans... 
This review, therefore, will concern itself-solely with the provisions of the 
17 acts providing for separate medical plans and the sections of the acts 
providing for combined plans which were not previously dealt with. 

In general the acts providing for medical service plans resemble quite 
closely the hospital service plan act of the same State, except for those 
provisions relating particularly to medical service. All provide for the 
organization of such plans, state that these shall be subject to the pro- 
visions of the act in question and exempt them from all provisions of the in- 
surance code, except as otherwise designated. All provide for some degree of 
regulation by the State insurance department. Except in a few states,%’ the 
plans are exempted from state and local taxes (except in some cases State or 
local taxes on real estate). 


BOARD OF DiRECTORS. 


Control over medical service plans is definitely given to the medical 
profession in most of the 17 acts providing for separate medical plans. Six 
acts stipulate that a majority of the Board of Directors shall be physi- 
cians.?/ In one state!®/ all the directors, and in three States__/ a major- 
ity of the directors must be approved by the State medical society or the 
officers thereof. Two acts?) do not mention the composition of the board 
but provide that all the incorporators must be physicians, which means that 
initially, at any rate, the profession may determine the composition of the 
board. The Wisconsin act provides that only State or local medical societies 
may establish plans. 

The Kansas act contains a provision which is worth noting. It provides 
that the Governor of the State shall appoint two members of the public to the 
board. 


PRACTITIONERS ELIGIBLE TO PARTICIPATE 


Of the 26 acts about half stipulate that the plan may extend the priv- 
ilege of participation to, or may offer the services of, doctors of medicine 
only. Some other acts state only that participation is limited to duly li- 
censed physicians, which may be interpreted to include osteopaths in a few of 
these States. In Iowa a medical plan may contract with "physicians and sur- 
geons, osteopathic physicians or osteopathic physicians and surgeons." The 
Wisconsin law states that the insured shall be free to choose any medical or 
osteopathic physician who has agreed to abide by the plan according to its 
terms. The New York act states that "every such plan shall be open to the 
participation of duly licensed physicians without discrimination against 
schools of medical practice defined inthe education law." There is a Similar 
provision in the Maine law. 

In Maryland and Vermont dentists may be included in a medical plan, or 
they may participate in independent plans. In Vermont osteopaths (and other 
types of limited practitioners as well) may organize their own plan. A number 
of the acts permit the plans to offer nursing services. 

The Minnesota act does not permit a medical service planto contract with 
any physician for the provision of service to a subscriber. Thus, a plan in, 
this State can operate only on an indemnity basis. 
le 


8/ Towa and Tennessee. The situation in a few other States is not clear. 
9/ J1llinois, Iowa, North Dakota, Pennsylvania, Tennessee and West Virginia. 
10/ New Jersey. 

11/ Massachusetts, Michigan and New Hampshire. 

12/ Minnesota and Vermont. 
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The laws of a number of States (Illinois, Massachusetts, North Dakota, 
Pennsylvania, Tennessee and possibly others) specifically state that every 
licensed physician or every licensed physician in good standing shall have 
the right to participate. 

The Pennsylvania law is of interest in that it is the only one which 
specifies how a medical plan may refuse participation to a licensed doctor of 
medicine. It is stated that the corporation, with the approval of the State 
Department of Health, may refuse to place the name of any doctor of medicine 
on its register. A physician on the register may be removed, again subject 
to the health department's approval. 


UNDERWRITING BY PHYSICIANS 


Only 7 of the 26 acts mention this subject. In six States the law re- 
quires the plan to be underwritten by its participating physicians .43/ On 
the other hand, the Tennessee act provides that "such contracts (with sub- 
scribers) shall make clear that the responsibility for service rests with the 
Corporation and not with the participating physician." | 


SUPERVISION BY THE STATE INSURANCE DEPARTMENT 


In general, there is great similarity between the hospital and medical 
service acts in this respect. All of the 17 acts providing for separate med- 
ical service plans provide for some supervision by the State insurance depart- 
ment, except that in Wisconsin the degree of supervision is So slight as to 
be almost non-existent. Except in Wisconsin, all plans must submit annual 
reports, and visitation and examination by the department is either compul- 
sory or at the department's discretion. Except inWisconsin,all plans must 
obtain a license from the insurance commissioner before commencement of busi- 
ness. In Pennsylvania the health department must approve before a license 
can be issued by the insurance department. Except in North Dakota and Wis- 
consin all subscriber contracts, including the rates to be charged, must be 
approved by the insurance commissioner. In Wisconsin the insurance commis- 
Sioner approves the form of the contracts only. The acts of three States 
give the insurance commissioner supervision over rates of payment to physi- 
cians.44/ Where the plans issue indemnity contracts the insurance Commis- 
Sioner has some control over the payments to physicians since the indemnity 
fee schedule is part of the subscriber contract. The provisions regarding 
reserves and administration and acquisition costs are for the most part of 
the same general nature as those of the hospital plans and need not here be 
described. 


OTHER PROVISIONS 


The Ohio law provides that no medical service plan shall issue a contract 
to a single or married person with incomes during the preceding six months of 
more than $900 or $1200, respectively. This provision has made it impracti- 
cable to organize plans in this State under the enabling legislation. 


ec ee = en nee he a mr en mn ee 
13/ Arizona, Florida, Kansas, Maryland, Virginia and West Virginia. 


14/ Massachusetts, Pennsylvania and Tennessee. 
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CHAPTER 19 
THE CONTROL OF MEDICAL PLANS 


In discussing the control of medical plans, a sharp distinction must be 
made between those plans which are organized as separate corporations with 
their own boards of directors and those plans wherein both medical and 
hospital prepayment contracts are offered by a single corporation with one 
board of directors. 

There are nine plans of the latter typers: The method of selection of 
the boards of directors of these plans has been discussed in Chapter Ss. 4 ae 
suffices to say here that in most cases the boards are so selected as to give 
representation to the hospitals, the medical profession and the public. 
| In the great majority of the separate medical plans the by-laws of the 
plan fix control definitely and firmly in the medical profession. 

Some typical arrangements are as follows: 


The board of directors of California Physicians’ Service consists of 12 persons 
all of whom are elected by the House of Delegates of the California Medical Society. 


The Michigan plan has a board of 24 members. Board members are elected by the 
voting members of the corporation who consist of all members of the House of Dele- 
gates of the Michigan Medical Society, the board members themselves and others elected. 
by the board. The by-laws stipulate that at least two-thirds of the directors must 
be doctors of medicine. : 


Board members of the Massachusetts plan (15 in number) are elected by the voting 
members of the corporation, all of whom are named by the State medical society. 


The New York City plan (United Medical Service) has a board of 24 members. 
Board members are elected by the voting members of the corporation who consist of the 
presidents of the 17 county medical societies, the president of the State society, 
the president of the New York Academy of Medicine and the board members themselves. 
A majority of the directors must be physicians. 


In the Utica plan the incorporators elect the first board which from then on is 
self-perpetuating. A majority of the directors must be physicians. 


The Cleveland plan is organized as a mutual insurance company. Each subscriber 
has one vote at any annual meeting for the election of trustees, but the votes of 
absent members are cast, through a system of automatic proxies, by the existing 
trustees, so that in effect the board of trustees is self-perpetuating. 


In general the plans fall into three groups with respect to the method 
of selection of the boards of directors. 
(a) The boards of directors are elected by the house of delegates or board of 
trustees of the state or local medical society, or by the participating physicians of ~ 
the plan, or by the voting members of the corporation, all or a majority of whom are 
elected by the state or local medical society. 


ee ee 


1/ Alabama, Oakland, Sacramento, Delaware, New Orleans, Chapel Hill, Durham, Northwest Hospital Serv- 
ice of Oregon and Huntington. 
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The majority of the plans (16 of the 26 plans which were in existence in 
February 1946) are in this category.4/ Most of these plans stipulate that a 
majority of the directors must be physicians. 

(b) The boards of directors are self-perpetuating or are elected by the voting 
members of the corporation who in turn are named by the board of directors, or by the 
board of directors and the medical society jointly, the society naming not more than 
half. 

Six (out of 26) of the plans are in this category.8/ In three of these 
plans4/ there are provisions which would assure the profession a dominant 
voice in conducting the plan. One plan provides that a majority of the di- 
rectors must be approved by the medical society, another that one-half of the 
directors must be physicians, a third that two-thirds of the directors must 
be physicians. 

(c) The plan is organized as a mutual insurance company, and the directors are 
elected Sy majority vote of the subscribers at an annual meeting. 

Four (out of 26) plans are in this group.-/ In theory these plans are 
controlled by their subscribers. In practice the boards of directors are 
self perpetuating. Few subscribers will attend the annual meeting and the 
existing board can always obtain sufficient proxies to secure election of the 
desired individuals. Some of these plans have provisions which assure this 
result. Those of the Cleveland plan have already been indicated. Under the 
Nebraska plan no notice of the annual meeting need be given subscribers. Two 
of these plans have stipulations which assure medical control. The Oklahoma 
plan requires that nine of the 15 directors shall be physicians. The articles 
of incorporation of the Nebraska plan stipulate that six of the nine directors 
Shall be members of the state medical association. 


THE COMPOSITION OF THE BOARDS OF DIRECTORS 


The following table shows the composition of the boards of the various 
plans. 


It is evident that the boards of the separate medical plans are composed 
very largely of physicians. In only four of the separate medical plans are 
piysicians not in a majority. In seven of these plans there is not a lay 
person on the board. This situation has its reverse counterpart in Cleveland, 
where the plan does not have a physician on its board. The joint hospital 
and medical plans, as might be expected, present a different picture. Here 
the physicians tend to be a minority. 

The dominant position held by physicians in the control of nearly all of 
the separate medical plans is modified or tempered to a certain extent by two 
factors. One factor is that almost all of these plans are administered and 
offered to the public by the hospital plan with which it is allied. Joint 
offering of the two plans requires dovetailing of some of their provisions, 
as for instance waiting periods, enrollment policies, promotion methods, etc. 


2/ California Physicians' Service, Iowa, Kansas, Massachusatts, Michigan, Kansas City, New Jersey, 
Buffalo, New York City, Syracuse, Ohio Medical Indemnity (directors elected by shareholders), Oregon, 
Pennsylvania, Richmond, Washington, Charleston (probably). This classification is based on-data as 
as of late 1945 or early 1946 and it includes only the plans which were in existence in February 1946. 


3/ Colorado, St. Louis, Utica, New Hampshire and Medical Service Ass'n. of Durham, Roanoke (probably 
in this group). See note 2. 


4/ New Hampshire, St. Louis and Utica. See note 2. 
5/ Nebraska, Cleveland, Oklahoma and Texas. See note 2. 
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TABLE 31 


Composition of Boards of Directors of Medical Plans 
(Data as of late 1945 or early 1946 unless otherwise indicated) 


NUMBER OF 
DOCTORS OF 
MEDICINE 


TOTAL NUMBER 
OF DIRECTORS 


NUMBER OF 
OTHER 
PERSONS 


PLAN 


SEPARATE MEDICAL PLANS 
ay 


CALIFORNIA PHYSICIANS' SERVICE = 
COLORADO 
FLORIDA 
INDIARA 
1OWA 


KANSAS 4s 
LOUISIANA PHYSICIANS SERVICE = 
MASSACHUSETTS 

MICHIGAN 

KANSAS CITY 


ST. LOUIS 
MONTANA L/ 
NEBRASKA 

NEW HAMPSHIRE 
NEW JERSEY 


NEW MEXICO =” 
BUFFALO 

NEW YORK CITY 
ROCHESTER L/ 
SYRACUSE 


UTICA 
MEDICAL SERVICE ASS'N., DURHAM 
NORTH DAKOTA 

CLEVELAND 

OH!1O0 MEDICAL INDEMNITY 


OKLAHOMA 


OREGON ALL DIRECTORS ARE PHYSICIANS 
PENNSYLVANIA 11 9 2 
TEXAS 28 9 Lg 


ALL NINE DIRECTORS ARE PHYSICIANS §/ 


UTAH 1L/ 
R | CHMOND 


ROANOKE 

WASHINGTON (KING COUNTY) ALL DIRECTORS ARE PHYSICIANS 
CHARLESTON ALL TEN DIRECTORS ARE PHYSICIANS 
MILWAUKEE 2/ 


JOINT HOSPITAL AND MEDICAL PLANS 


ALABAMA 59 38 2! 21 
OAKLAND 9 5 4 
SACRAMENTO 7 2 5 
DELAWARE 16 m 12 
NEW ORLEANS 22 3 49 
CHAPEL HILL iz 4 8 
HOSPITAL CARE ASS'N., DURHAM / 5 0 5 
NORTHWEST HOSPITAL SERVICE (OREGON) ~ 14 3 ake 
HUNTINGTON 13 5 8 


j/Data as of late 1946 or early 1947. 
2/Information not obtained. 
3/This lay member is the executive director. 
4/Includes one osteopathic physician. 


5/Most of these are owners or administrators of hospitals. 
6/Seven of the nine are known to be physicians and it is believed that the other two are also. 
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Further the hospital plan might conceivably refuse to offer a medical plan 
which it thought to be unsound or unattractive to the public. Therefore, in 
a measure the hospital plan may be said to exercise, at least potentially, 
some degree of control relative to the medical plan. The second factor is 
that almost all of these plans are administered by the lay person who admin- 
isters the hospital plan. In the last analysis, as was pointed out in the 
discussion of the control of hospital plans, this person's success and job 
depends upon public acceptance of the plans. Therefore, his influence upon 
the control of the two plans, which is considerable, will tend to be thrown 
towards making the plans as attractive to the public as possible. 


SOME OBSERVATIONS ON THE CONTROL OF MEDICAL PLANS 


What should be the composition of the boards of medical plans? Should 
these plans be controlled entirely by the medical profession, entirely by the 
public, or should both parties share in the control, and if so in what pro- 
portions? { 

The answer would seem to depend in great part upon what is considered 
to be the nature and purpose of these organizations. 

The plans might be viewed as having the nature of producers' coopera- 
tives, organizations owned by the profession and operated for the profession's 
advantage and benefit, with participating physicians taking both the gains of 
the enterprise and the risk of loss. If this is the real nature of the plans 
then it would seem that exclusive control should lie with the medical profes- 
Sion, and there is no reason why there should be any public representation 
whatever. Only in Washington and possibly in Oregon do the plans formally 
have this character, though undoubtedly this conception of the possible nature 
of the plans has influenced the thinking of physicians elsewhere. 

Generally the plans have been presented to the public as non-profit 
organizations operated primarily for the benefit of the public. If this is 
the purpose of the plans, then it would seem that some representation on the 
boards of the plans should be given to those whom the plans are designed to 
serve. 
Assuming that both themedical profession and the public should be repre- 
sented onthe boards, then the relative share of the two groups in the control 
of the plans would be affected, among other factors, by which group under- 
writes the plan. If the profession underwrites the plan then clearly its 
Share in the control of the plan should be greater than if no such obligation 
is undertaken. Indeed it might well be argued that where the plan is under- 
written exclusively by the profession, then the profession ought to have 
majority control, for why should the physicians assume the risk of loss un- 
less they are in a position to see that losses do not occur. 

In Chapter 17 the conclusion was reached that it was important that a 
new plan (unless from the outset it is provided with sufficient capital funds 
to assure that it will be able to meet its contractual obligations to sub- 
Scribers) should be underwritten by the profession. However, as a plan acecu- 
mulates reserves then these reserves also serve to guarantee the plan's con- 
tracts. The plan's reserves belong to the public. Hence as a plan gains 
adequate reserves and begins to stand on its own financial legs, then even 
though the profession continues to underwrite the plan contractually, in 
reality the underwriting burden is shared between the public and the profes- 
Sion. When this state is reached, it is not so clear that the profession 
should have majority control. Indeed, given the purpose of the plan -- to 
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serve the public -- it would seem that under these conditions majority con- 
trol should lie with the public. 

Everywhere the medical profession has more or less instinctively assumed 
that it should control these plans. The reasoning of physicians which leads 
them to this conclusion is based less on the above mentioned factors than on 
the feeling that the plan is a medical plan, that physicians are the only 
ones who have any competence in medical matters and that accordingly the 
profession should control. 

It is suggested that in this reasoning the profession confuses two 
things -- the practice of medicine and medical economics. Only physicians 
are competent to provide medical service, but the questions of how medical 
services shall be paid for and at what rates are ones on which the public 
should have as much, if not more, say than the profession. 

Control of the plans carries with it the determination of what fees or 
remuneration shall be paid to physicians for their services. — If the whole 
population were enrolled then control of the plans would carry with it deter- 
mination of the incomes of the profession. . Physicians would hardly maintain 
that this is something on which only they should have a voice.&/ In the last 
analysis it is the public which will determine what it will pay for medical 
service. On this basis, it would seem that control of the plans should lie 
with the public and that the fees to be paid by the plans should be arrived 
at by negotiation between the plan and the organized medical profession.4/ 

The considerations presented above are largely of a theoretical nature, 
which, however, should not diminish their importance. During the course of 
the survey it was observed that in practice overwhelming medical domination 
of the plans is often prejudicial to their success. Most medical plans need 
a greater degree of lay representation on their board for two reasons. 

First, the plans need to obtain the point of view of the subscribing 
public. Physicians tend to see medical economic questions from one point of 
view; the public from another. Where the plan's board is entirely or almost 
entirely made up of physicians, the board may pursue unwise policies because 
it is uninformed as to what the reaction of the subscribing public is or will 
be. The plans are for the public and they need representatives of the public 
on their boards so that they may be responsive to the needs of the subscrib- 
ing public. 


ae A 
6/ A non-profit plan which is controlled by persons engaged in the practice of medicine for profit 
seems to be a contradiction in terms. 


7/ Physicians commonly assume that they set their own fees. Actually of course they do not; fees are 
determined by the interplay of supply and demand forces. The average physician must charge at the 
market rate for his services if he wishes to have patients. The following extract from a speech by 
John Hunton, Executive Secretary of California Medical Ass'n., indicates the situation: | 
rr ee A few years ago at one of our meetings I happened to be in a conversation with two gyne- 
cologists, and one of them was talking about the fees that he charged. The other said "Who sets 


your fees?” 

"IT set my own fees," : 

"What do you mean, you set your own fee? ear 

"Why I tell every patient what my fee is going to be, and that is what it is. . 

"Wait a minute! You don't set your own fee. A woman comes to you and you examine her and 
you say she should have a certain piece of surgery performed. She says ' How much will it cost 
me?! You say it will be $200, and she replies 'I want to talk it over with my husband. The. 
next week you see her in a hospital and sotnebody else is operating on — and he doesn't charge 
the high fee that you do. Or she comes in and you say 'My fee 1s $200. You operate on her and 
send her’ a bill for $200, and she pays you $100. Who sets your fee? The public sets your fee -- 
your patients set your fee. You are not doing it yourself at all. (The Journal of the American 


Medical Association - Feb. 238, 1946, pe. 515.) 
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Secondly, in the long run the success of medical plans, as well as hos- 
pital plans, depends upon the extent to which these are identified with the 
community and become looked upon as community organizations. If the plans 
are to have a full measure of success the public must feel that the plan be- 
longs to the public, that it is their plan. People will not feel that the 
plan is for the public's benefit -- that it is a community organization -- 
when 100 or 80 percent of the board members are physicians. In short the plan 
cannot be successfully presented as a public plan, unless the public has a 
fair share in its control -- unless it really belongs tothe public. 


THE SELECTION OF PUBLIC REPRESENTATIVES 


The selection of public representatives on the boards of the plans raises 
difficult problems. The medical members can be elected by the State or local 
medical society, or appointed by the governing body of the society. If the 
public representatives are also elected or appointed by the medical society, 
or are elected by the remainder of the board, a majority of whom are physi- 
cians, then it may well be that no proper representation of the public will 
be provided for. Election of the lay members by the subscribers at an annual 
meeting does not work.8/ Use of this device means that the board as a whole 
or its lay members are self-perpetuating. 

Then how shall the lay members of the board be selected? Perhaps the lay 
members could be appointed or selected by the board as a whole, but under 
formal or informal provisions which would require that persons should be 
selected who would be endorsed or nominated by significant public groups, 
e. g., the State or local council of labor organizations, an organization of 
farm groups, a State or local organization of employers, an organization of 
social agencies. A provision that the health officer of the State or (if the 
plan is a local one) of the principal city in the plan's area should always 
be a member of the board might help to secure representation of the public's 
interests. Use of devices of this sort might well result in a board which 
would in fact give representation to the various parties at interest. 

In the final analysis perhaps the best and most democratic method of 
selection of the lay members of the board would be to have them appointed by 
the Governor of the State or (if theplan is a local one) the mayor or council 
of the principal city of the area. This is done in Kansas where the enabling 
law requires that two members ofthe board shall be appointed by the Governor. 


IIE ER er rn a EE CST ERT SN SRE EIS ATE SE 


8/ See Chapter 8. 


192 


CHAPTER 20 


ADMINISTRATION OF MEDICAL PLANS; FINANCES; CANCELLATIONS; 
UTILIZATION; NATIONAL COORDINATION 


ADMtNISTRATION 


Many of the functions involved in the administration of medical plans 
are of the same character as those performed under a hospital plan. This is 
true of enrollment, billing, and maintenance of subscriber records, and in 
integrated or allied medical and hospital plans these operations are performed 
jointly for both plans. When a hospital plan is expanded administratively 
into a hospital-medical plan the only new operations involved are direction 
of the medical prepayment activity as a whole, the payment of physicians (or 
medical claims), andthe maintenance of relations with the medical profession. 
| When a hospital admits a subscriber it sends an admission notice to the 
plan to ascertain whether the latter accepts responsibility for the bill. 
This step is generally eliminated under the medical plans. The physician 
when he first accepts a case can if he wishes send in an initial service re- 
port to the plan to ascertain the patient's eligibility, but most physicians 
do -not do this. The physician assumes from the patient's statement or iden- 
tification card that he is a member in good standing, performs the service, 
and after the patient's discharge from the hospital or at the end of the 
month, sends in to the plan a bill or report of service. This gives the pa- 
tient's name and other identifying information, the diagnosis, the date on 
which service was performed, the nature of the service or services perforned, 
etc. 

The plan checks this against its subscriber records to ascertain if the - 
recipient of service is a subscriber and is paid up. A record of the service 
performed and the physician performing it is then entered on the subscriber's 
record or claim card. Some plans maintain these cards separately from the 
hospital record card; in other plans they are attached to the card showing 
hospital service received, or the same card is used for both. 

After the amount due the physician is determined, a punched card is pre- 
pared for accounting and statistical purposes. These cards are later run to 
prepare the voucher for each physician and the check. 

Most of the larger plans have a full or part time medical director who 
aids in the interpretation of the physician's bill or report of service in 
instances where there is question as to just what service was performed and 
what amount is payable. This physician frequently tends to become the point 
of contact between individual physicians and the plan. 

Most of the plans have a medical review or advisory committee appointed 
by the medical society. This committee will review cases in which there is 
some question as to the fee to be paid, for example where a physician claims 
that he should be paid more than the standard fee for an operation because of 
the unusual nature of the case, complications, etc. By virtue of considera- 
tion of many such cases the committee is able fairly to appraise,the diffi- 
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culties or complications in a case and set a fair fee. The committee's deci- 
sion as to the fee to be paid is generally accepted without demurrer, whereas 
a decision by the medical director might not be so accepted. In any ‘case ap- 
peals from the medical director's decision can be made to the committee. 
Some plans state that the role of such a committee is a vital one. 

Virtually all medical plans, whether allied with a hospital plan or not, 
have lay executive directors. The only exception, to the writer's know ledge, 
is the New Jersey plan. California had a physician as executive director for 
some years and replaced him with a lay administrator. Most of the functions 
performed in administration of a plan are of a business or insurance charac-— 
ter, and the administrative talent required is more apt to be found among lay 
persons than among physicians. The lay administrator delegates to the medi- 
cal director those functions requiring medical knowledge. 

In plans providing office and home calls, controls are necessary to pro- 
tect the plan against bills for unnecessary services. The controls (which go 
beyond office and home calls) utilized by the King County Medical Service Bu- 
reau in Washington, may be cited as an example. This plan will not pay for 
an operation, except in emergency cases, unless there was prior consultation 
and the physician consulted agreed to the necessity of the operation. Tonsil 
and hernia cases will not be paid for unless the plan's medical director has 
himself examined the patient. In cases where the physician desires to recom- 
mend extensive laboratory and x-ray work, he must receive the medical direc- 
tor's approval before ordering these tests. 

The medical director routinely inspects all bills and cuts down those 
wherein in his opinion an excessive number of calls have been made. For in- 
stance the physician may have billed for five home calls; the medical direc— 
tor may judge that the case should have been handled with three calls and 
will allow payment accordingly. The bills of most physicians are not "adjust- 
ed". But there are a few physicians who tend to "chisel" or who in all good 
faith routinely make more calls per case than do most physicians. The deci- 
sions of the medical director are rarely questioned. He has the confidence 
of the local profession. 

It is probable that controls of this character would be required under 
any plan covering home and office services. 


FINANCES 


Table 32 gives the salient financial data on the operation of medical 
plans. Data are presented only for those plans which were in operation dur- 
ing the full year of 1945 ;1/ data for plans with less than a full year of op- 
eration are generally not significant for the purposes in hand. . 

The present medical plans, as these data tend to show, have been run on 


two different principles. A few of them -- Oregon Physicians' Service, the 
plans in the State of Washington (for which data are not available), and Cal- 
ifornia Physicians' Service -- are operated on a theory which holds that the 


plans have no or little need of reserves.2/ These plans depend on the pro- 
rating of payments to physicians as a necessary and customary part of their 
functioning. The plans in Washington, Oregon and California (the latter in 


| SRR SBR ET RE ER SOE OTS 
1/ Data were not obtained from a few plans. 


2/ CPS would like to accumulate reserves and stop pfrorata reduction of payments, but thus far it has 
been unable to do so. 
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the northern part of the State where it has hospital contracts outstanding) 
pay hospitals, and other providers of service, except physicians, at the 
scheduled rates. Then if the amounts remaining over and above administrative 
costs are insufficient to pay physicians at the scheduled rates, payments to 
the latter are reduced prorata. 

This type of arrangement has the advantage that the plan can use all in- 
come, except that necessary for administration, to provide benefits to sub- 
scribers. It has the great disadvantage that many physicians do not like it. 
Physicians having rendered service cannot count on receiving any set amount. 
What they will receive will depend upon the value of the funin!: for ies 
month. 

The remaining plans are run on the same basis as the hospital plans. 
These plans aimto accumulate a reserve to carry them over any temporary peri- 
od of unfavorable experience and to give them a chance to adjust subscrip- 
tion rates or fee schedules so as to regain a sound financial position. Some 
of these plans are underwritten by their participating physicians, but the 
obligation of these physicians to aceept reduced payments, if necessary, is 
‘looked upon as a secondary line of defense. The plan is glad to have it, but 
it is operated in such a way as to obviate the need for drawing upon it. The 
reserve constitutes the first line of defense against adverse experience. 

Aside from two or three plans which tend to operate without reserves, 
the general picture presented by these data is very much the same as in the 
case of the hospital plans. In the aggregate the plans used 77.2 percent of 
total income for payment of physicians' fees, 13.9 percent for administra- 
tion, and 8.9 percent for additions to reserves. (These figures are power- 
fully weighted by Michigan Medical Service the income of which almost equals 
that of all the other plans together.) 

As compared with the hospital plans, the medical plans seem to show rel- 
atively greater variation in the proportion of income used for benefits. 
This is understandable in the light of the newness of the medical plans and 
the fact that they are feeling their way, as it were. Some of the plans, the 
Massachusetts, New York City and New Hampshire plans for example, have pur- 
sued a very conservative financial policy; they have wanted to gain exper- 
ience and to build up a good reserve before liberalizing benefits. In Massa- 
chusetts the insurance department, mindful of Michigan's early experience, 
has forced the plan to pursue a very conservative policy. 

Thus far the administrative costs of the medical plans run higher, on 
the average, than those of the hospital plans... Onesreasou, Tor -this-cis’ tie 
expense which new medical plans are under to "educate" the profession in 
their area, to explain the plan to county medical societies, etc., and to 
persuade physicians to participate. The activities which must be undertaken 
in this regard are far more extensive than those which a new hospital plan 
must undertake to win the participation of a limited number of hospitals. 

Whether in the long run it will cost more, in terms of percent of in- 
come, to administer medical than hospital prepayment, it is difficult) toysaye 
Many plan directors think that it will. They base this conclusion on the 
fact that in processing a hospital bill there is only the one item to be 
dealt with and the one payment to be made, whereas in a Surgical case, for 
example, there may be bills from three or four physicians for the same case-- 
the surgeon, the assistant, the anesthetist and the radiologist. These plan 
directors also point out that it costs about the same amount to process a 
claim whether the amount of the claim be small or large, and that the average 
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claim will be smaller under medical than under hospital prepayment. By the 
same reasoning it is concluded that the administrative costs under a medical 
plan providing comprehensive service, wherein there would be a great multi- 
tude of small claims or bills to be paid, would be relatively high. Be this 
as it may, it may be noted that Oregon Physicians' Service and Buffalo, both 
of which provided relatively comprehensive service, were administered in 1945 
for 13.7 and 13.9 percent of income respectively. The plans in the State of 
Washington, which provide a comprehensive service are said to have adminis— 
trative costs of seven to eight percent of income.2’ Officials of King . 
County Medical Bureau (Seattle) stated that in 1944 their administrative 
costs were only 6.04 percent of income. 

The combined hospital-medical plans, such as Delaware, keep track of in- 
come and benefit expense for hospital and medical contracts separately. 
(Some of them do not report this breakdown in their annual financial re- 
ports.) None of these plans, however, make any effort. to go into the cost ac— 
counting procedures which would be necessary te determine administrative 
costs separately for the two’ types of contracts. In calculating the finan- 
cial status of each type of contract these plans simply apportion their total 
administrative costs between hospital and medical prepayment on the basis of 
the income derived from each. 

Only one of the combined hospital-medical plans -- Delaware -- sets up a 
separate bookkeeping reserve for its medical contracts. The other plans sim- 
ply have the one reserve for both contracts. In all of these plans, Delaware 
included, from a legal standpoint the plan's total reserve is equally avail- 
able to back up hospital and medical contracts. 

For all of the separate medical plans together, the amount of reserves 
per participant at the end of 1945 was $¢.90. This varied among the plans 
from a minus figure in the case of the Buffalo plan to $1.83 in the case of 
the Massachusetts and New Jersey plans. 

Some comment upon the showing of a few. of athe plans: is inorder «sas 
Buffalo plan had experienced a much greater demand for its comprehensive con- 
tract covering physicians' services in the home, office and hospital than for 
the limited surgical contract. However, over the years the number of services 
utilized per subscriber under the comprehensive contract steadily increased 
_. the increase in 1945 being such as to result in a substantial deficit 
for the plan. As a result in January 1946 the plan discontinued further sale 
of this contract. The experience indicates the lack of settled actuarial 
knowledge of utilization to be expected under contracts covering home and of- 
fice calls. 

California Physicians' Service began to have an unfavorable financial] 
experience in the early summer of 1944. ° At the time of the visit to the pian 
in February 1940, officials of the plan were not certain of the causes for 
this development. This gave the plan a substantial deficit for its fiscal 
year ending March 31, 1945. Despite the rate increase installed in the 
spring of 1945, the unfavorable experience continued and the plan was forced 
later in 1945 to reduce the unit from $2.25 to $2.00 (par is $2.50). 

The showing of the Nebraska plan 1s probably affected by the fact that 
the plan was established in November 1944 and that the initial organizational 
expenses are probably reflected in the 1945 statement. 


8/ It must be borne in mind that in comprehensive plans income per subscriber is relatively high. 


Hence high administrative costs per subscriber are compatible with a\low administrative expense ratio. 
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CANCELLATIONS 
Data on cancellation rates have been obtained from a few plans. These 
are presented, along with the comparable rates for the allied hospital plans 
in Table 33. 


TABLE 33 


Annual Member Cancellation Rates in 
Allied Medical and Hospital Plans 


(Data for the year 1946 unless otherwise specified) 


DELAWARE 
KANSAS 
ST. LOUIS 


NEBRASKA 
BUFFALO 
NEW YORK CITY - 
ROANOKE 


1/For the month of February, 1947 

2/For the 20 months. up to March 1947 

8/For the period April 1, 1945 to March 80, 1946 
4/For the period April 1, 1946 to December 31, 1946 
5/Contract cancellation rates 


6/These are gross not net cancellation rates, i.e., any change af 
contract as for example from a husband and wife to a family con- 
tract, has been counted asa cancellation. True net cancellation 
rates would be considerably lower. The figures are significant 
only as regards the relation,of the hospital andmedical plan rates. 


These data indicate that is some plans the cancellation rates under the 
two types of plans are very close or identical. In other plans the medical 
cancellation rate exceeds the hospital cancellation rate, and instill other 
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plans the reverse is true.4/ The available data are so meagre that they 
hardly provide a basis for generalization. 


UTILIZATION 


Few of the medical plans have developed data showing utilization of 
services. The reason for this is the newness of the plans and the fact that 
as regards surgery, at any rate, neither an overall case rate or detailed 
case rates for the multitude of different types of operations are apt to be 
very meaningful or useful to the plan. 

Certain data from the Michigan plan are presented below. (Table 34.) 


TABLE 34 


Distribution of Services and Payments by Type of Service, 
Michigan Medical Service, Jan. |, 1943 to Jan. I, 1946* 


SERVICES | AMOUNT 


SERVICES SERVICES 


AMOUNT 
PAID 


NO. OF 
SERVICES 


TYPE. OF SERVICE 


GENERAL SURGERY $ 536,887-55 


ANESTHESIA 177,804.50 
THORACIC SURGERY 40,475.50 
ABDOMINAL SURGERY 268,837.59 
HERNIOTOMIES 490,688.00 
APPENDECTOMIES 1,439,915 .60 
CHOLECYSTECTOMIES 336,966.75 
PROCTOLOGY 430,498.50 
UROLOGY 354,627.75 
GYNECOLOGY 2,340,386.90 
DELIVERIES 1,353,792-60 
OPHTHALMOLOGY 102,676.00 
OTOLOGY 51,950.00 


174,586.75 

1,155,396.75 

65,102.50 

405,194.00 

575,673.50 
127-5 
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* Based on 22,478,448 member months of coverage. 


NOSE AND THROAT 
TONSILLECTOMIES 
NEURO-SURGERY 

BONE, JOINT AND TENDON © 
X-RAY 
MISCELLANEOUS 


53,189 


OL .00 ast 


These figures show that during the three years, 1943,1944 and 1945 sur- 
gical services in the field of gynecology constituted the largest source of 
cost to the plan (22.9 percent of the total), followed by appendectomies 


scnntinsmnamagsataduananissntinnesenicinmanaasssnspennsipsnaaeitee 
4/ Under all or virtually all plans the subscriber cannot obtain medical coverage without having hos- 
pital coverage. Hence if enrollment for both coverages were about the same, cancellation rates under 
the medical plan would always exceed cancellation rates under the hospital plan. However, in a sit- 
vation where only a proportion of the hospital plan subscribers have medical. coverage it is possible 
for cancellation rates of the hospital plan to exceed those of the medical plan. 
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14.0 percent), deliveries (12.9) and tonsillectonies (11.2 

named. Aside from x-ray service, tonsillectomies constitute 

quent type of case, constituting 17.9 percent of all cases. 
Table 35 presents similar data from the Delaware plan. 


TABLE 35 


Distribution of Cases and Costs by Type of Procedure, The Delawar 
May 1943 - July 1946 


(Procedures are listed in order by percent of total paid) 


CASES PER 


NUMBER 10,000 AMOUNT 
See CCE URE CASES EXPOSURE PAID 


FEMALE GENITAL é : $82878.12 
APPENDECTOMY : . 77091. 82 
MATERNITY : : 67089.49 
X-RAY* ue es 66556.98 
ANESTHESIA ; : 34671.67 
TONSILS AND ADENOIDS : ; 31069.91 
ABDOMEN AND INTESTINES 
fexcludes append. and 
hernia) ‘ : 29765.82 
FRACTURES A : 27255.78 
SKIN AND TISSUES : : 22313.46 
RECTUM AND ANUS : d 16419.41 
URINARY SYSTEM : ‘ 16074. 32 
EAR, NOSE AND THROAT 
(excludes tonsTtls and 
adenoids) 
HERNIA 
REPAIR OPERATIONS 
EYE 
MALE GENITAL 
HEAD AND NECK 
BREAST 
ARTERIES AND VEINS 
lexcludes trans- 
fusions) : 3 4863.25 
TRANSFUSIONS f 6200.50 
CHEST ‘ ; 3176. 66 
MOUTH : : 3287.98 
DISLOCATIONS - 3. 1098.00 
AMPUTATIONS : : 1309.66 
MISCELLANEOUS : : 156.33 


TOTAL : $562857.~ 30 


* 


15790.57 
13856.32 
11242.30 
Me te chs 
7835.65 
7580.00 
4795 97 
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The bulk of the services and costs are for dependents. 


in the order 
the most fre- 


e Plan, 


AMOUNT PAID 
PER 10,000 
EXPOSURE 
YEARS 


In case of hospitalized patients the hospital plan paid 50 percent of the x-ray charges in 
addition to the amount listed here. 


The Michigan 


plan found for the period April 1, 1942 to March 31, 1944 that 31 percent of 
all payments by the plan were on account of services for subscribers, 69 per- 
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cent for services for dependents. By sex and as between adults and children 
the showing was as follows: 


: Percent Percent of 

Number of Amount of Amount 

Services Paid Services Paid 

Adult Male 25,145 $996,011 19.71 19.25 
Adult Female 58,657 3,022 ,445 45.97 598.41 
Male Children 24 , 966 614,991 19.56 11.88 
Female Children 18,837 541 , 093 14.76 10.46 
Total 127,605 $5,174,540 100.00 100.00 


The New York City plan reports the following cost of claims for the year 
1946 per 1000 contracts and per 1000 subscribers: 


Per 1,000 Per 1,000 

contracts Subscribers 
Individual Male $1,984 $1,984 
Individual Female 3,119 ioe Es ee 
Husband and Wife 9,730 2,883 
Family 13 ,367 4,108 
Total $ 6,621 $3,550 


NATIONAL COORDINATION 


As previously. indicated the medical plans have recently formed a cen- 
tral organization, Associated Medical Care Plans. This organization will 
perform for the medical plans about the same functions as the Blue Cross Com- 
mission performs for the hospital plans. 

Any plan organization, currently in operation, which meets the standards 
for medical care plans of the Council on Medical Service and Public Relations 
of the American Medical Association is eligible for full membership. Plans 
in process of organization may become associate members. All legislative 
power resides in the full members voting in meetings. The officers of the 
central organization consist of a president, vice-president, treasurer and 
secretary (the latter office may be filled by the executive director) and 
nine commissioners. The first four officers are elected for one year terms. 
Certain of the commissioners first to be elected serve for one or two year 
terms, but thereafter all commissioners shall serve for three year terms. 
Three of the commissioners shall be members of the Council on Medical Service 
and Public Relations of the A.M.A. The commission has employed a full time 
executive director, and is housed at the headquarters of the American Medical 
Association. 

The central organization is financed by dues paid by full members in the 
amount of 4 mill per month per participant with a minimum payment of $10.00 
per month and a max imum of $250. 

The standards of acceptance of the A-M.A. are such that the seal of ac- 
ceptance could presumably be given to an insurance company the policies and 
rates of which were approved by a State or local medical society. Because of 
this many medical plans formerly hesitated to affiliate. The executive di- 
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rector of AMCP has recently been able to give definite assurance to all medi- 
cal plans that only non-profit plans would be accepted as members. As of 
April 1947 a large majority of the medical plans ohtis in operation had become 
members or had applied for membership. 
The preliminary standards of acceptance of the Council on Medical Serv- 
_ice and Public Relations are quoted in full in Appendix J. As previously in- : 
dicated, the standards are such that conceivably insurance companies might 
_ receive approval. (To date, however, approval has only been given to non- 
profit plans.) The standards give equal approval to cash indemnity and serv- 
ice plans and make no statement as to which type of plan would be preferable. 
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SOME PROBLEMS OF 


HOSPITAL AND MEDICAL 


PLANS 


CHAPTER 2 


SERVICE AND INDEMNITY ; 


An important problem of hospital and medical plans is whether they 
Should provide benefits on a service or indemnity basis.+/ 

This problem is not really acute as regards the hospital plans; the 
plans are mainly on a service basis; there is wide recognition of the value 
of this basis; present waverings from this basis will probably lead simply to 
reaffirmation of the service principle and greater efforts to solve the 
technical problems involved. 

It is otherwise as regards the medical plans. Here there is full debate 
as to whether the plans should be on a service or indemnity basis. 

It might seem that discussion of the problem should be confined to the 
medical plans. Actually the main principles involved are the same for both 
hospital and medical prepayment and reference to the practical problems in 
the one field tends to clarify issues and problems in the other. 


SERVICE AND INDEMNITY UNDER HOSPITAL PREPAYMENT 


Hospital plans are largely, though not entirely, on a service basis. 
The exceptions to the service basis are: (a) some plans provide dollar al- 
lowances for certain of the special services, e.g., x-ray, and laboratory 
services; (b) about a quarter of the plans provide a dollar room allowance 
instead of care in specified accommodations; (c) insofar as subscribers take 
better accommodations than their contract calls for and pay the difference in 
room cost, an indemnity element enters in. 

The subscribing public certainly wants the privilege of receiving care 
in better accommodations than are specified in the contract. Aside from this 
there is every evidence that the public wants benefits on a service basis. 
Only on such a basis does the subscriber have a definite and adequate pro- 
tection. Dollar allowances against the cost of any special service or of the 
special services in general open the door to the possibility that the sub- 
Scriber, in case he requires an unusual amount of one or more of the special 
services, may have a large hospital bill to pay.2/ 

Similarly the provision of a dollar room allowance instead of care in 
specified accommodations exposes the subscriber to the possibility of a 
sizable hospital bill. The room allowance may cover the cost of care in ward 
or semi-private hospital accommodations or may fall short of it. In a time 
of rising prices any specified room allowance falls further and further be- 
hind hospital charges. Thus the manager of the Kansas plan (which provides 


i 

a By service basis is meant that the plan provides its benefits in the form of service; by indemn- 
ity basis that the plan provides certain dollar allowances or credits against the hospital's or phy- 
Sician's charge and the latter have the right of charging extra. 


2/ For example one plan recently reported paying a hospital bill of $2,338.10 for a 62 day hospital 
Stay. Highty-eight percent of the bill was for drugs and dressings. Protection limited to a moder- 
ate dollar allowance against the special services would have left this subscriber with a huge bill to 
pay. 
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a dollar room allowance) writes the member hospitals to the effect that sub~ 
scribers are saying "Blue Cross goes less far year by year." (In 1943 the 
plan covered 85 percent of the subscriber's bill, in 1945, 80 percent and in 
1946, 68 percent.) 

The provision of the special services on a service basis is more im- 
portant than the provision of room and board on that basis. The subscriber 
cannot know how much of the special services he will need, whereas with 4 
dollar room allowance he can estimate his hospital stay, recognize that in 
any given accommodations he will have so much extra per day to pay, and can 
elect his accommodations accordingly. However, service benefits as regards 
both elements are necessary. Nothing else gives complete and adequate pro- 
tection against the cost of essential (non-luxury) hospital service. 

The provision of service benefits requires cooperation between hospitals 
and the plan. It requires that hospitals must agree to provide certain 
benefits to subscribers in return for a specified remuneration from the plan. 
And the plan must provide fair remuneration to hospitals -- otherwise the 
arrangement is untenable and breaks down. 

The service basis means that hospitals give up the freedom of fixing 
their charges as they please, and that they accept the responsibility of pro- 
viding service to the public at rates which are agreed upon between all hos~_ 
pitals and the plan as fair and reasonable. A voluntary hospital which re- 
fuses to accept this responsibility would seem to disregard the obligations 
which go with its status and purpose. 

In the long run the only basis of fair remuneration of hospitals is the 
cost of providing the service -- either the actual cost of operating the 
hospital or the cost at which an efficiently operated institution can provide 
service of a given quality and scope. However -- and this is exceedingly 
important -- the ability of hospitals to accept remuneration on 4 cost basis 
from the plan will depend in large measure upon their receiving remuneration 
at cost for the care of charity patients and governmental charges. In other 
words so long as the hospital provides care free or at less than cost to some 
patients and must finance this care from the receipts from paying patients, 
then of necessity it must charge these latter more than cost. Only when the 
care of the indigent is recognized as a responsibility of the community as a 
whole -- rather than a responsibility of paying hospital patients -~ can hos- 
pitals accept remuneration on 4 cost basis from plan subscribers and other 
paying patients. (Unless, of course, the amount of free care given is in- 
consequential or the hospital can finance free care out of income from endow- 
ments or from special gifts.) 

Once cost as a basis of remuneration is departed from, then there is no 
firm basis of reference, and remuneration is fixed by a process of bargaining: 
Under such a situation the plans to protect themselves may find it necessary 
to provide dollar allowances against the room cost or the special services or 
both, or hospitals to protect themselves may insist on a basis of remunera- 
tion which leads to this result. Thus in the long run and to 4 very COns 
siderable extent the provision of service benefits is bound up with the as- 
sumption by the community at large of the responsibility of paying hospitals 
at cost for service provided to those unable to pay- 


SERVICE AND INDEMNITY UNDER MEDICAL PREPAYMENT 


The principles involved here are largely the same as under hospital pre- 
payment. The practical problems while different are analogous. 
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There is no doubt that other things being equal the public would much 
prefer the service basis. The other things that have to be equal are that 
people should have free choice of .physician (a service plan that offers 4 
limited choice of physicians, particularly if it does not offer the services 
of the better physicians, may be less desirable than an indemnity plan); that» 
the service arrangement will not affect quality of service adversely; and 
that the subscription rates (which in effect reflect rates of remuneration to 
the physicians) are reasonable. 

Under the service basis the subscriber has full protection; if he needs 
medical services covered by his contract he is entitled to them and has no 
bill to pay. The indemnity basis, on the other hand, gives but an incomplete 
and uncertain protection. The indemnity allowances afforded may meet the 
doctor's charge or may fall far short of it. Further the subscriber can 
never know, until he arranges for service and learns the doctor's charge, how 
much protection he has. The indemnity arrangement may at times operate to 
increase the charge to the patient; the doctor knowing that the patient has 
insurance may charge more than he otherwise would, over and above the indem- 
nity allowance. 

Under the service basis physicians are paid what are decided between the 
plan and the profession to be fair fees. There is a definite control of 
doctors' charges. Under the indemnity basis there is no such control and the 
subscriber-patient is left open to what may be exorbitant charges -- charges 
such as (to quote some examples recently cited by a physician) "$90 to 
cystoscopy and pyelography; $175 for an appendectomy on a shop girl; $300 on 
the line for cystoscopic investigation of dysuria; $500 for a transurethral 
resection on a man whose income was a little over $500 in his old age." 3, 

The remarks of Mr. George F. Addes, Secretary-Treasurer of the United 
Automobile Workers (UAW-CIO), in testifying on the Wagner-Murray-Dingell Bill, 
are to the point here: 


- "The hospital service plan has been the more successful of the two Blue 
Cross plans. (In Michigan the medical plan calls itself a Blue Cross plan.) 
This success was due to the fact that in most cases total hospital tosts have 
been paid by the Service and only in a limited number of cases has the worker 
been required to pay an additional amount... 
+eeee.The Michigan Medical Service has proved completely inadequate to pro- 
vide for the medical needs of our members. While we have supported the plan 
because we have felt it is the best available plan, it has demonstrated to us 
that voluntary plans are definitely not the answer to the health needs of the 
American people. The plan has a number of fundamental weaknesses: 


(2) It provides only limited protection even for the restricted surgical 
services. The plan pays the doctor on the basis of an established fee schedule. 
If the subscriber's own doctor is not a participating member of the plan, he is 
not bound to accept the fee schedule of the Michigan Medical Service and he may 
charge any fee which he feels is reasonable and apply the amount received from 
the Service on his bill. 

Where the subscriber's doctor does participate in the plan, he may never- 
theless charge the subscriber more than the schedule rate if the income of the 
subscriber and his family is more than $2500 per year. 


i! Cited by Dr. James C. McCann, President of Massachusetts Medical Service, in an address to the 
ouse of Delegates of the California Medical Association, California Medicine, July 1946, p. 12. 
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This income limitation provision has completely destroyed the original 
objective of the plan. For the past four years most of our members have av- 
eraged more than $2500 income per year. They have discovered that in a very 
large proportion of the cases they are billed over and above the amount which 
the doctor receives from the Michigan Medical Service. So the worker finds that 
his premium has only partly paid for the limited surgical service which the plan 
provides. 

As an illustration of this development, in 1941 the average cost to a 
Detroit worker for an appendectomy was $75.00. The Michigan Medical Service 
provided a $75.00 fee which usually took care of the doctor's entire bill. By 
1946 the average cost to the Detroit worker for an appendectomy had risen to 
$150.00. The worker today finds that after paying his premium to the Michigan 
Medical Service he still has a $75.00 bill to pay the doctor. 

(3) No real effort has been made to safeguard the interest of the sub- 
scriber so far as it concerns the amount of the fee charged by the doctor. The 
plan is controlled by the doctors and I suppose it is only natural that there 
has been little inclination on their part to remedy the complaints of sub- 
scribers.™% ... ey 
Mr. Addes's figures may be open to question, but there is no doubt that 

he expresses the feelings of the union members that they would prefer a plan 
wherein they had a certain and definite protection. 

In some ways the indemnity basis is quite satisfactory for the physician. 
It subjects him to no restraints, leaves him free to charge what he wishes or 
what the traffic will bear; it provides the least deviation from past usages. 
However, the indemnity arrangement is unfairly advantageous to the doctor, 
and by so much is unfair to the patient. For the physician it is a sort of 
"eat your cake and have it too" arrangement. It puts a floor under his 
charges but imposes no ceiling. It protects the physician's income rather 
than the patient's pocketbook. 

The service basis has advantages for physicians which compensate for its 
restraints upon their freedom in the matter of charges. In a sense the pro- 
fession exists to serve the public and what is good for the public, in the 
long run, ought also be good for the profession. Prepayment facilitates the 
collection of charges, cuts down collection losses, enables physicians to se- 
cure fair fees from some patients from whom they would, in the absence of 
prepayment, obtain little or nothing. If prepayment works best and is most 
attractive to the public on a service basis then, assuming that the profes— 
sion is equitably remunerated, it should be to the advantage of the profes- 
sion to have it on this basis. 
| Another consideration is of importance. An indemnity arrangement is 
really one between the insuring agency and the insured; the physician is not 
fundamentally involved in it and therefore really deserves no place in its 
control. A service plan does involve the physician. By accepting the ob- 
ligations which go with it, the profession earns the right to share in its 
control. 7 


SOME OBSERVATIONS ON INDEMNITY PLANS 


Indemnity plans are easy to establish. They can be established without 
any cooperation or action whatever on the part of the organized profession or 
individual physicians. 


4t earings before the Committee on Rducation and Labor, U. S. Senate, 79th Congress, Second Ses- 
Sion, on S. 1606, Part 4, p. 2020. 
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That prepayment on this basis is readily salable to the public, at least 
until something superior is available, is shown by commercial insurance -- 
surgical expense insurance having been sold to over 9,000,000 people -- and 
by’ the record of some of the non-profit indemnity plans. Thus the Delaware 
plan has sold its medical indemnity contract to 36 percent of the population 
of the State, and leads all other plans in percent of population of the area 


enrolled. 
The value of these plans to their subscribers depends primarily upon the 


degree of protection afforded, i.e., on the extent to which the indemnity 
allowances meet physicians' charges in full. As indicated previously the 
Delaware plan on the average is meeting 74 percent of physicians’ charges and 
the Buffalo and New Hampshire plans, according to data of a year or so aga, 
were meeting 76 and 84 percent of total physicians' charges respectively. 
Another plan was meeting about 65 percent of charges. From these figures one 
may judge that some of these plans are probably giving about the same results 
as some of the service-indemnity plans, i. e., they are in effect providing 
service benefits to most subscribers of low income.§/ 

Some of the indemnity plans operate on the basis of understandings with 
the organized profession of the area which tend to protect their low income 
subscribers against the possibility of extra charges by physicians. For 
example, in Delaware the State medical society has approved the indemnity 
schedule as representing fair fees for patients of moderate income. Thus 
though there isno formal restraint on physicians charging extra to low income 
patients there may be a certain moral restraint. In Ohio, the State society 
is encouraging physicians to accept the indemnity allowances of Ohio Medical 
Indemnity as full payment in the case of low income subscribers. There are 
one or two other indemnity plans where the same situation exists. 

There is some evidence that indemnity plans, providing the allowances 
approximate the average level of fees in the area, have a certain tendency to 
"set" physicians' charges. The executive directors of some of the indemnity 
plans and insurance company officials having to do with medical expense in- 
surance report such a tendency. These individuals would, of course, like to 
believe that such a tendency exists and to some extent the wish may be father 
to the thought. : 

Any such tendency, if it exists, only comes into play, of course, when a 
particular plan (or insurance company) has enrolled an appreciable proportion 
of the population of the area. The reasoning is that both doctors and sub- 
scribers have the indemnity allowances in mind and that the schedule tends to 
become a benchmark for both. Subscribers, it is said, tend to ask their 
physician if he will perform the operation for the allowed amount and to show 
some partiality for physicians who will give their services without an extra 
charge. Some physicians find it competitively worthwhile to let it be known 
that they will accept the plan's allowances "clear across the board" and will 
make no extra charge to any subscriber. The influence of an indemnity sched- 
ule upon physicians' charges is stronger in rural areas and small towns, where 
charges’ tend to be uniform, than in large cities where there is much greater 
diversity in charges. 8/ The writer has talked with physicians in a rural 


5/ The New Hampshire plan comes nearer to covering physicians! charges in full than the New Jersey 
plan (80 percent in Nov. -Dec. 1945), but this does not indicate that an indemnity plan in New Jersey 
would give higher coverage or that a service-indemnity plan in New Hampshire might not give still 
better coverage than the indemnity plan. 


8/ Or, at any rate, an indemnity plan will tend to give better coverage of physicians! charges in a 
rural area where fees are uniform, than in an urban area. 
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state who were reluctant to participate in the indemnity plan of that state 
Weceuse they, were certain. it would "fix" their charges. 

Whatever the natural effect of an indemnity plan upon doctors! charges 
may be, such a plan could do much to protect subscribers from extra charges 
by (a) publicizing its fee schedule, (b) urging subscribers to ask the 
physician ahead of time what his charge is going to be, and (c) publishing 
the names of those physicians who agree to accept the plan's allowances as 
full payment. However, such a program is unlikely in a plan controlled by 
the medical profession. 

The big disadvantage of indemnity plans is that they do not give defi-— 
nite or complete protection. No matter what the average relationship of the 
plan's allowances to physicians' charges may be, instances do occur under 
these plans where subscribers of low income are charged fees double or even 
triple the allowances of the plan. 

This defect can only be cured by the plan going on to a service basis. 
The average degree of coverage of physicians’ charges can be increased by 
raising, the plan's scheduled allowances. But to some physicians such an in- 
crease would only be an invitation to raise their own charges still higher. 
If full protection is to be given there must be agreement on the part of 
physicians to accept certain amounts as full payment for their services. 

It is of significance that the executive directors and some of the 
physician board members of some of the more successful indemnity plans are 
thinking and hoping that in time their plans can be placed upon a service 
basis -- either for all subscribers or for all except those of quite high in- 
come. Other factors suggest that the indemnity basis may be an unstable one. 
The appetite for prepayment grows by what it feeds upon: the more the sub- 
scribing public becomes familiar with these plans the more it is likely to 
demand complete protection. If these plans grow and enroll a large propor- 
tion of the population of the area, sooner or later the question would come 
up, why not increase the allowances and have physicians accept them as full 
payment. Again, if and when a plan achieves a large coverage of the popula- 
tion of its area its schedule of indemnity allowances is bound to be a prime 
factor in the medical economics of the area. The profession would certainly 
wish to have a voice in the determination of this schedule as "fair". But if 
the allowances do represent "fair" charges either for all subscribers or for 
those under certain income levels then the question arises as to why physicians 
should be permitted to charge extra. 


SOME OBSERVATIONS RELATIVE TO SERVICE PLANS 


Plans operating on a service basis are more difficult to establish than 
indemnity plans. Service plans require the cooperation of the profession. 
If the profession will not give this cooperation then only indemnity plans 
can be established. Thus far only in a few States or areas has the profes- 
sion been willing to cooperate in a plan providing service benefits to all 
subscribers irrespective of income. 

A service plan cuts across the previously existing usages and customs of 
the profession. A full service plan, of course, does away with the sliding 
scale of charges -- the adjusting of charges to the patient's means. 


PROBLEMS OF FAIR REMUNERATION UNDER A SERVICE PLAN 


A service plan cannot work unless it provides fair remuneration to all 
physicians. Any scheme of fair remuneration must take quality of service in- 
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to account; it must permit the more experienced and qualified physicians to 
earn the higher incomes to which they are entitled. A fee schedule which is 
uniform for all physicians assumes that the services of all physicians are of 
equal value. The only way in which the more qualified physician can earn a 
higher income is by performing those services which give a higher return per 
unit of time required, or by performing a larger volume of service. 

The prevailing differences in charges as between specialists and general 
practitioners in certain fields, e. g., obstetrics, Suggest that a service 
plan, if it is to gain the participation of all or virtually all physicians, 


may find it necessary in certain fields to pay higher fees to qualified 


specialists than to non-specialists. The practices under a few existing 
plans tend to confirm this. Thus Massachusetts Medical Service provides that 
a subscriber (under the income limits for service benefits) is only entitled 
to service benefits for obstetrical care if she is delivered by a general 
practitioner; qualified obstetricians may levy a specified extra charge. 
Thus, this plan in effect provides for differential remuneration of special- 
ists and general practitioners in this field. The King County (Seattle) plan 
has experimented with payment of extra fees to internists. The New York City 
service-indemnity plan under its experimental comprehensive contracts pays 
higher fees to qualified specialists, for services within the field of their 
speciality, than to general practitioners, this differential applying to 
virtually all of the specialties other than surgery../ 

Just’ how far it might be necessary to go in providing differential re- 
mineration to qualified specialists and to non-specialists is not clear. This 
for example might not be necessary in certain fields, possibly surgery. It 
is possible that here, because a large proportion of the work is performed by 


specialists, the prevailing fees tend to be what specialists ordinarily 


charge. 
To be successful service plans must enable the exceptionally skilled or 


_ talented physician to earn the higher remuneration to which he is entitled. 


The payment of higher fees to qualified specialists (for services in the 
field of their speciality) will aid in this direction. It is also necessary 
that the fee schedule of the plan should provide adequate remuneration for 
the more difficult and complex procedures in relation to the fees paid for 
the less difficult or complex procedures. Some of the present plans fail to 
do this, 

For example, there is in the mind of surgeons a relative value between a 
Simple appendectomy and a complicated procedure such as a lung resection. 
Many of the present plans have a top fee of $150 for any procedure. Many al- 
so pay $75 for an appendectomy. If the fee for an appendectomy is fair, the 
fees paid for the more complicated surgical procedures are (by relation) un- 
fairly low. The fees for these complicated procedures -- which are relative- 
ly infrequent in incidence -- will need to be increased if the plan is to 
provide fair remuneration to the exceptionally talented physicians who tend 
to perform most of these procedures. 


WOR-PARTICIPATING PHYSICIANS 


It is doubtful if any service plan will work 100 percent upona service 
basis. It is likely that there will always be some physicians, who may or 


T/ Under the EMIC program in certain States qualified Specialists in obstetrics are paid higher fees 
for maternity care than are non-specialists. 
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may not be of outstanding competence, who because of their reputation can 
charge (and collect) fees that are higher than those which a service plan 
would pay. These physicians will not find it worthwhile to participate and 
the only way in which a service plan can offer the services of these men to 
its subscribers would be through the provision of dollar allowances, equal to 
or somewhat less than the fees payable to participating physicians. Under a 
service plan, participating and non-participating physicians will be in com- 
petition, and subscribers will, other things being equal, prefer to receive 
service from participating physicians. In the long run, if a plan publicizes 
its list of participating physicians, and if it makes non-participating 
physicians collect their own fees (by paying the dollar allowance to the sub- 
scriber and not to the physician) the number of physicians who can afford not 
to participate will be small. 


SOME DIFFICULTIES OF SERVICE PLANS 


There are difficulties, other than those already mentioned, which con- 
front service plans. One difficulty is the intense individualism of the pro- 
fession. The individual physician feels that it is his prerogative to set 
his own fees and dislikes having any group even his own profession, "fix his 
fees." There is also the difficulty of securing agreement on a particular 
fee schedule. Some plans serve rural and urban areas. A fee schedule ap- 
propriate for the one may be a little low for the other. Each specialty 
group has its own ideas as to the value of its services, this value frequent- — 
ly being higher than that which other specialty groups believe warranted. 


The difficulty of reaching agreement on a fee schedule is obviously much | 


greater under a service than under an indemnity plan, because under the 
former the plan's fee is all the doctor gets.) 

Another obstacle is the large number of individuals whose cooperation 
must be won. A hospital plan has to secure agreement only from a limited 
number of hospitals -- say 20 to 50. But a medical plan has to win the par- 
ticipation of hundreds or thousands of physicians. 

The war years have been difficult ones for the establishment of service 
plans. The shortage of physicians and the high incomes of the public result- 
ed in a "sellers" market. Physicians were able to demand and collect good 
fees. Because physicians had more patients than they could handle there was 
little incentive for them to enter a service plan with the idea that such a 
plan might increase the number of paying patients. As the medical situation 
reverts to, normal more physicians will be willing to accept the obligations 
that go with a service plan in order to reap the benefits. 

But thebig difficulty in the way of the adoption or successful operation 
of service plans has been securing the necessary support and cooperation of 
the profession. Physicians have not had an adequate understanding of the 
potential benefits of prepayment to themselves and to the public. They have 
felt that a service plan was wrong in principle or have been fearful that it 
might diminish their incomes. 

In brief, there are substantial practical difficulties in the way of 
establishment of service plans. If and when the medical profession believes 
wholeheartedly that prepayment will be advantageous to the public and itself, 
these difficulties can be overcome. Medical prepayment on a service basis is 
more than a fiscal undertaking. It is an arrangement under which the combined 
funds of a group of people are used for the provision of medical service to 
this group. It involves new habits, new ways of cooperation on the part of 
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both the public and the profession. Education of both groups is essential. 
A plan cannot succeed until both groups are ready to make the effort to make 
it work. 


SOME OBSERVATIONS RELATIVE TO SERVICE-INDEMNITY PLANS 


At present the bulk of the subscribers to medical plans are in the serv- 
ice-indemnity plans. If numbers are an indication these plans consitute the 
more successful type of plan at the moment. The advantage of these plans 
over the indemnity plans is that they guarantee service benefits to a portion 
of the subscribers. How much an advantage this is depends upon the propor- 
tion of subscribers entitled to service benefits, the proportion of the 
physicians of the area who are participating and the extent to which sub- 
scribers entitled to service benefits actually receive them. 

Under a few of the plans with relatively high income limits for service 
benefits, a large proportion of the subscribers or potential subscribers will 
be entitled to service benefits. Under the plans with low income limits, 
say, $2500 for a family, only a small portion of the subscribers will be so 
entitled. When the Michigan plan was first organized it was estimated that 
80 percent of the subscribers would be entitled to service benefits. At 
present income limits probably not more than 10 or 20 percent of the sub- 
scribers come under the plan's income limits for service benefits. 

The same shift has taken place with the other plans. Only one plan, 
Massachusetts, has raised its original ceiling for service benefits. As 
a result of the increase in income levels all of these plans are on more of 
an indemnity basis than when they were first started. Indeed the description 
of certain of these plans as "service" plans is misleading. The "service" 
element has become so diluted that the plans are really indemnity plans. 


Against the advantage, greater or less, which accrues to these plans by 
virtue of the provision of service benefits to some subscribers, are certain 
disadvantages. 

1. Insofar as the plans are on an indemnity basis they are a particu- 
larly bad type of indemnity plan in that generally the subscriber's contract 
does not contain a schedule of indemnity allowances, and hence the subscriber 
does not know just what he is entitled to by.way of credits against the 
doctor's charge. 

There is a certain praiseworthy frankness about a straight indemnity 
plan. The subscriber knows that he is entitled simply to certain dollar al- 
lowances. The subscriber knows what these are and he can make his bargain 
with the doctor accordingly. He is, so to speak, put on guard. The service- 
indemnity plans, on the other hand, which do not contain any schedule of in- 
demnity allowances in the contract, give the subscriber a false security. 
The whole form of the contract, the talk about the plan being a "service" 
plan, leads him to expect that he will not be subject to an extra charge. 
These contracts give the impression of promising more than they actually 
deliver. 

From this point of view those service-indemnity plans, which pula 
schedule of indemnity allowances in the contract together with a statement 
that participating physicians have agreed to accept these amounts as full 
payment for those under certain income limits, are on a better basis. 

2. Any differentiation between those entitled or not entitled to service 
benefits on the basis of certain income limits is bound to be unfair and 
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arbitrary in certain cases. Thus under some plans aman and wife with an in- 
come of $2400 would be entitled.to service benefits, but a man and wife with 
three children and an income of $2600 would not be so entitled. 

3. It is difficult for the plans to guard against additional charges to 
patients entitled to service-benefits. It is not practical for the plan wg 
secure and maintain any record of the subscriber's current income. Any in- 
formation as to income, which the plan may request of the subscriber at the 
time of joining, soon becomes out-of-date. Hence, it is really up to the 
physician and the patient to enforce the service provision. To avoid the 
possibility of an extra charge the physician must ask the patient what his - 
income is. Many physicians dislike to do this and some patients would re- 
sent it. However, if the physician does not inquire what the subscriber's 
income is and if the subscriber does not volunteer this information to the 
physician, an extra charge may readily occur. 8/ 

4. In some respects a service-indemnity plan is more difficult to 
present successfully to the public than either a straight indemnity or a 
straight service plan would be. People dislike discriminations based on in- 
come. The idea that some subscribers are entitled to one type of benefit 
whereas others are entitled to another type may alienate some potential sub- 
scribers. Salesmen of the Michigan plan frequently present this plan to 
potential subscriber groups as a straight indemnity plan. In many groups so 
few persons would be entitled to service benefits that it is felt wiser to 
delete all mention of the "service" feature. 

5. Under some of the service-indemity plans there is serious complaint 
from subscribers, just over the income limits for service benefits, of extra 
charges by physicians. This last point and some of the others* are well il-. 
lustrated by the following remarks of Dr. Atha Thomas, the president of 
Colorado Medical Service. He was speaking to members of the Denver Medical 
Society. 


"....I wish to bring to your attention a major problem that is of vital 
concern to the Plan and to you. The growth of Colorado Medical Service during 
the past four years has been very gratifying.... 

"On the other hand, cancellations at the request of subscribers in the 
past year number 17,000. This is 4 disturbing figure as it represents a larger 
percentage of cancellations than in the past. It is particularly disturbing in 
that many of these subscribers have cancelled their Colorado Medical Service but 
not their Blue Cross contracts. 

"We have discussed with you on numerous occasions the problem of the par- 
ticipating physicians; committees have been appointed by the specialty groups to 
make adjustments in the fee schedules, and we have otherwise made requested 
changes which are of benefit to the doctors. Rarely, however, have we discussed 
with you the Plan from the standpoint of benefits to the subscriber. I am 
bringing this problem to you because the time is fast approaching - if not al- 
ready here — when we must answer to the subscriber as to whether or not he 
actually benefits by being a member of the Colorado Medical Service. Illus- 
trative of this problem, let me quote from a letter recently received from the 
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gy The Virginia plan (and possibly some others) uses the following device. Physicians are required 
fo send their total bill to the plan, no bill being sent directly to the patient. The plan notes on 
a copy of this bill the amount of its payment to the physician and sends this to the patient With a 
slip enclosed to the effect that no extra charge needs to be paid if the subscriber's income is below 


the specified levels. 
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head of a concern whose employes make up one of our large subscriber groups, and 
who, incidentally, is an enthusiastic supporter of the Plan: 

"'T wish to call to your attention a matter of some concern to me. It may 
be that I just happened to be in the way recently to. receive what seems to me an 
increasing number of reports of unhappiness by Medical Service policyholders 
over alleged overcharges for services by participating physicians. A number of 
these instances have been mentioned by our employes which reminds me that per- 

“haps we should do something to educate policyholders at least among the folks at 
our company, on the important question of ‘How to Buy an Operation.' Perhaps 
some of the comment has been created by the recent poll of our employes to 
adopt the Comprehensive Blue Cross Plan. At that time a number of remarks were 
made. A typical one was ‘Blue Cross service is all right, but if they were to 
raise the Surgical Plan even a dime, it would only give me an excuse to drop my 
Surgical insurance...'" 

"Recently committees from the Denver Police and Fire Department called the 
Office of Colorado Medical Service to discuss this same problem. They com- 
plained about the excessive surgical fees charged beyond the amount paid by 
Colorado Medical Service. The only statement that we could make in reply to 
this complaint was that any employe having surgery performed could expect to be 
charged an additional amount by his doctor if his income is over the specified 
limit, which, in the Police Department at present, is the case with the majority 
of their employes. Following this incident, there was a large cancellation of 
Surgical Plan subscribers from the Police Department, and we are further advised 
that we may expect similar action from the Fire Department. ® 

"The Bureau of Reclamation, the largest group enrolled under the Surgical 
Plan, has also informed us through their group leaders that the plan is not 
favored because in their opinion it gives financial protection to the doctor but 
not to the patient. They have arrived at this conclusion through their own ex- 
perience. They charge discrimination against the subscribers in the efforts of 
the Colorado Medical Service to protect the doctor financially. 

"Because of the fact that the additional charges made by many doctors are 
considered by both the patient and his employer as exorbitant, some employers 
have insisted that the employe consult them before he resorts to Surgical treat- 
ment in order that they may advise the employe. as to what doctors are making 
these so-called exorbitant fees. This in our opinion is effecting a black list 
of physicians and is a very undesirable practice; yet it is justified in the 
opinion of the employer. The rumblings of these charges are to be heard in any 
group of Colorado Medical Service subscribers, and they are getting louder every 
day. Cancellations of Surgical Plan contracts are getting heavier because of 
these complaints. 

"This plan is sold to subscribers as the doctors’ own plan, initiated and 
Sponsored by organized medicine, and for that reason is presented as superior to 
any commercial indemnity insurance and we know that it is superior. It is a 
service plan through which we promise persons in low income brackets that 
their surgery is to be paid in full. Because of post-war inflation this Same 
group of people which constitute the greater proportion of our subscribers have 
had salary increases. These increases have not really taken them out of the low 
income group, but merely put them over the income limits of Colorado Medical 
Service. These brackets were made in 1939 when it was estimated that 75 percent 


of the employed people would be under this limit. A large percentage of our 
present subscribers enroled in the plan when their wages were in this income 


limit, and even though their wages have been raised, they are actually poorer 
now than they were then, .because of the tremendous increase in the cost of 
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living. Imagine then how they feel after an operation, to learn that they are 
expected to pay considerably more than the prescribed fee paid by Colorado Medi- 
cal Service! As a result, it is difficult to convince them that they have bene- 
fitted in any way by belonging to the Colorado Medical Service. We are not asking 
for any action or decision on this problem by the Society at this time, but we 
do wish to call it to your attention, because we feel dire consequences will 


result unless more consideration is given these subscribers by participating 


physicians."?/ 


It is the writer's belief that the problem here stressed, that of com- 
plaint against extra charges from subscribers with incomes just over the in- 
come limits for service benefits, confronts other service-indemnity plans. 
This is certainly true of the Michigan plan. The very nature of the service- 
indemnity plan breeds these complaints. In the press of mass selling, many 
subscribers above the income limits for service benefits are apt to receive 
the notion that they are entitled to service benefits. The fact -that some 
subscribers are entitled to service-benefits makes others, little better off 
economically, desire the same benefits. The very nature of the contract, the 
stress upon "service", the fact that there is no indemnity schedule in the 
contract, gives people the idea that they are entitled to service as needed 
and makes them dissatisfied when they are charged extra.12/ 

There are three ways by which service-indemnity plans can meet the situa- 
tion outlined. One is to shift to a straight indemnity basis, a move which 
is hardly likely to impress the public as being in its. interest. The second 
is to raise the income limits for service benefits. This latter step will 
alleviate the problem somewhat, but will project the issues and the complaint 
to a new, higher-income, group of subscribers. It would seem that the only 
final solution would lie in putting the plan on a full service basis, i. e., 
service benefits for all regardless of income. 7 

It is evident from all this that the service-indemnity basis, as a sort 
of half way house between indemnity and service, has serious defects. By 
calling attention to these defects the writer does not mean to imply that 
these plans are not more valuable to theirsubscribers than straight indemnity 
plans would Baas” By and large they probably are more valuable. But they 
are, it seems to the writer, an unstable arrangement; their operation gener-— 
ates forces which are likely, sooner or later, to result in their being placed 
upon a full service basis. 


* 


SERVICE BENEFITS FOR ALL SUBSCRIBERS 


In the long run if medical plans are to meet the needs of the public 
it would seem that they would have to be placed on a full service basis. 


9f Editorial, Rocky Mountain Medical Journal, January, 1947. Quoted in Public Health Economics, 
“(School of Public Health, University of Michigan) March 1947, pp. 186-188. 

10/ It is of interest that the straight indemnity plans do not report any widespread complaint fram 
physicians. These plans make it quite clear what the subscriber is entitled to. They do not promise 
more than they deliver. 


11/ The value .of service-indemnity plans to their subscribers cannot be determined without data show- 
ing the proportion of cases in whitch subscribers recetve serutce benefits, and as regards cases in 
which there is an extra charge, the extent to which plan pa ments meet total charges. Apparently 
there is not a single one of the service-indemnity plans whitch is now conpiling such data. an 

The indemnity plans need the same type of data for any evaluation of their usefulness. ly one 
of these plans is routinely compiling thts informaiton. 
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Such a step would make the plans far more attractive to the public. It would 
enornously simplify promotion and sales effort. Also in the long run the 
plans will be more likely to succeed from the standpoint of the interest and 
backing of the profession if the prepayment effort is an all out one. 


The extension of service benefits to all income groups would require the 

oy provision of fair and adequate remuneration to the profession and the ability 
of the plan to enroll a cross-section of the population. If a certain level 

ae of fees (as indicated by a fee of, say, $75 for a simple appendectomy) gives 
fair remuneration to the profession under a plan with an income ceiling for 

: service benefits such that, say, half of the population is entitled to service 
a benefits, then a certain higher level of fees (as might be indicated by a fee 
a of $85 or $90 for a simple appendectomy) would provide fair remuneration if 
all income groups were entitled to service benefits. This matter would be 
affected byecurrent practices with regard to payment for care of the indigent. 
If physicians in an area are expected to provide care for the indigent with- 


ee: out remuneration then the level of fees under a plan providing service bene- 
fe fits to all income groups would have to be higher than under a situation in 
sa which physicians were fairly and adequately paid for their services to the 


ee indigent. 


The plan must also be able to enroll a fair cross-section of the popula- 
tion and convince the medical profession of its ability to do this. If fees 
are set at a level which would give the profession a fair income if a cross- 
section of the population joined, but actually enrollment was mainly among 
high income groups, the profession would tend to lose income. The profession 
would be accepting lower fees than it now secures from the higher income 
group, without the compensation of receiving higher fees than it now receives 
from the lower income group. 


Some idea of what would be involved in placing some of the present indenm- 
a nity and service-indemnity plans upon a full service basis can be gained by 
coe = considering the present experience of these plans. The Delaware plan is now 
meeting about 74 percent of the aggregate charges to subscribers. To meet 
the aggregate of doctors’ charges in full it would be necessary to increase 
the fee schedule by about a third. The analogous figures for the Buffalo, 
New Jersey and New Hampshire plans are 32, 25 and 19 percent, respectively. 
Actually, since physicians donot collect their full charges by a considerable 
margin, no such increases would be required in order to give the profession 
as a whole the same average income per patient as it is now receiving. Fur-~- 
ther it must also be taken into consideration that the operation of a prepay- 
ment plan enables physicians to secure a fair fee from many subscriber- 
patients from whom they would otherwise obtain little or nothing. The de- 
. cision as to what increase, if any, would be necessary needs to be made in 
Be the light of what fee schedule would be necessary to provide adequate re- 
muneration to the profession as a whole. In some cases the present plans 
could probably be placed upon a full service basis without any increase in 
the fee schedule; in other cases some increase, but less than that required 
to meet present average charges in full, would be required. . 
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CONCLUSIONS 


1. Hospital and medical plans should provide their benefits in the form 
of service rather than in the form of indemnity allowances. Only on a serv—- 
ice basis can the plans adequately meet the needs of the public. 

2. Prepayment on a service basis requires fair and adequate remuneration 
of hospitals and physicians. It requires the full cooperation of both and 
their desire to make prepayment work. 2 

3. The provision of fair compensation to physicians probably requires 
differential remuneration of qualified specialists (for services within the 
field of their specialty) and non-specialists. It requires also that the more 
difficult procedures shall be adequately compensated relative to the less 
Git PC Ones. . 

4, Indemnity and service-indemnity medical plans are unstable arrange- 
ments. Their operation generates forces which'press towards placing the plans 
upon a full service basis. Both types of plans have defects which can only 
be eliminated by their transformation into full service plans. 
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CHAPTER 22 
THE COORDINATION OF MEDICAL AND HOSPITAL PLANS* 


One of the most important problems facing medical and hospital plans is 
that of their proper coordination with each other. On this point there are 
offered the following observations: 

There are four types of relationships to be found between the medical 
and hospital plans: 

1. Mo Coordination: The plans are separate and distinct and there 1s 

no coordination of their activities. 

This relationship or lack of relationship exists in Washington, Oregon, 
Northern California and Pennsylvania. 

>. Partial Administrative Coordination: The two plans are separate cor- 

porations, with separate boards and separate executive directors but 
to some extent they have a combined administrative SEGTT« 

This relationship exists between 9 medical plans and 14 hospital plans. 
In most cases the medical plan performs certain functions for itself, namely 
approval of claims, payment of physicians and maintenance of relationships 
with the profession. Generally enrollment, billing and the keeping of records 
to determine subscriber eligibility is performed for the medical plan by the 
hospital plan, the medical flan paying the hospital plan a certain percentage 
of its income for these services. 

This relationship exists in several instances where the Blue Cross and 


medical plans do not serve the same area, where, for example, there is a 


State-wide medical plan and two or more local hospital plans. 
3. Complete Administrative Unification: The two plans are separate 
corporations each with their own board, but they havea single execu- 
tive director and administrative staff. 
This is the most common relationship at present. A Single administrative 


staff under a single head administers both plans. The general contractual 


relationship is that in which the hospital plan agrees to administer the 
medical plan and the latter has no employees of its own. The two plans are 
separate only in their finances and policy making bodies. Administrative 
expenses are shared between the two plans, usually on the basis of relative 
gross incomes. 

4. Complete Integration: One corporation offers both hospital and 

medical service. 

There are nine such plans.4+/ The plan keeps track of income from and 
cost of benefits for the hospital and medical contracts respectively, and 
makes each contract pay its own way. No attempt is made to break down ad- 
ministrative costs for the two-contracts. In some of these plans the hospital 
contracts are underwritten by the hospitals and in two the medical contracts 
are underwritten by the participating physicians. But whatever may be the 
bookkeeping arrangements, all the assets of the corporation are available to 
back up both contracts. 


"Much of the material in this chapter appeared in an article by the writer and Henry F. Vaughan, Jr., 
in the Journal of the American Medical Association, May 5th, 1945, p. 22. 


1/ Also the medical plans in Washington and Oregon, and California Physicians’ Service in the northern 
part of its territory, are of this type in that a single organization offers both services. 
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The common goal of both the hospital and medical plans should be to give 
protection against the costs of illness to as many people as possible. Which 


of the four possible relationships will facilitate the achievement of this 
goal most quickly and effectively? — 


COMPARISON OF THE FOUR RELATIONSHIPS 


of. NO COORDINATION 


this relationship is thoroughly undesirable. In the first place it is 


wasteful and uneconomical. Each plan does its own selling, billing and sub- 


Scriber record-keeping when one organization could perform these functions 


for both plans at much less cost. It prevents the medical plan from utilizing 


the facilities, and from building on the already developed enrollment, of the 
hospital plan (or vice versa). 


In the second place it leads to competition and conflict. Because em- 
ployers are reluctant tomake two payroll deductions toseparate organizations, 
the medical plan is forced in self defense to develop its own hospitalization 
coverage (as in Northern California) and the hospital plan to develop its own 
medical coverage (as in Oregon). Hence the situation develops into two plans, 
one sponsored by the medical profession and the other by the hospitals, com- 
peting with each other. Competition is a good American institution in its 
place. However, these plans are or should be non-profit community services. 
They gain prestige and public support, in part, because of sponsorship by the 
medical profession and the hospitals. When the plans compete with each other 
that prestige and public support is dissipated. Nothing could be more detri- 
mental to the growth of voluntary plans than the present situation on the West 
Coast. The potential market for prepayment is enormous but little headway 
can be made until .the medical and hospital plans get together. 


2. PARTIAL ADMINISTRATIVE COORDINATION 


This is an advance over "no coordination" because it at least brings the 
two plans together and avoids competition and strife. A disadvantage may be 
that the cord binding the two plans is tenuous and may break down leading back 
to complete separation of the plans. 


When two plans cooperate, certain activities must be performed jointly 
or by one plan for the other. Enrollment, collection of subscription charges, 
maintenance of records showing subscriber eligibility for care, publicity and 
public relations are of this character. There must be joint use of certain 
office facilities. Futhermore there must be coordination of the two plans 
with respect to major policies. In order not to confuse the public and impede 
acceptance of the two plans, enrollment regulations must be similar, the pro- 
visions as to types of cases covered, or not covered, waiting periods, etc., 
must be alike. Any change in the rates or benefits of the one which renders 
it more or less attractive will affect the sales of the other which is coupled 
with it. 


A difficulty with "partial administrative coordination" is that, in ef- 
fect, it sets up two masters in the same household. The director of the med- 
ical plan may have his ideas as to how enrollment should be conducted and on 
the choice of the man or men to do it. The two directors may have conflict- 
ing ideas on the best methods of keeping subscriber records, on publicity and 
public relations. Each director, in time, will tend to have his own ideas as 
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to how the other plan should be run. If either plan is forced to raise rates 
or to cut benefits in order to make ends meet, this will slow down sales of 
the other, and the director of the other plan will have his own ideas on how 
the situation could have been avoided or should be handled. In short, the 
two plans are really joint undertakings. The public which pays its dues to 
one organization thinks of them as one and cannot be persuaded differently. 
The success of the one affects the success of the other.2/ Yet there are 


two administrators, and this always makes fc” trouble. 


There are also questions of prestige. If ‘the hospital plan is well de- 
veloped by the time the medical plan is offered, the two plans together will 
be sold as Blue Cross, and the medical plan and its director will not like 
this.2/ If the Blue Cross plan does the selling for the medical plan, it is 
the Blue Cross representative who meets potential subscribers. His main 
loyalty is to that organization. This is not only true of the field men but 
of all Blue Cross employees who give some of their time to the medical plan. 
The hospital plan may be pushed; the medical plan considered an extra. The 


Blue Cross director has to sell a service concerning which he has no say. 
4 


The director ot the medical planmeets with the Board of Directors of the 
medical plan, and the director of the hospital plan meets with his Board. 
Neither Board has first hand knowledge of the problems of the other plan with 
which they are coupled. Conflicts between the two Boards on joint matters may 
not be easily resolved. Further, if friction betweenthe two directors reaches 
the point where neither will give way to the other, then each Board will tend 
to back up its own director. 


3. COMPLETE ADMINISTRATIVE UNIFICATION 


This is aworkable arrangement and it is functioning guite satisfactorily 
in the case of the paired hospital and medical plans which are on this basis. 
Administratively there is a single organization with a single head. The ar- 
rangement permits the hospitals to sponsor and back the hospital plan and the 
medical profession to sponsor and back the medical plan. 


The drawbacks of this arrangement are that it is not the most convenient 
method of securing coordination between the Boards of the two plans, and that 
the executive director is in a sense serving two masters. 


The executive director of the New, Hampshire-Vermont hospital and medical 
plans in his 1946 annual report to both plans writes as follows: 


"The combined operation of the two services, Hospitalization and Physician, is 
so involved that it becomes more and more difficult to sort out the affairs of 
each for a separate report. With the permission of the President of each cor- 
poration we are issuing a joint report this year. Those who are interested in 
the affairs of either corporation are necessarily interested in the affairs of 
the other." 
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2/ This is well illustrated by what has been happening in Michigan. The Michigan hospital plan bas 
been having administrative difficulties and trouble with its hospitals. Since Jan. 1, 1945 it has 
failed to grow, in fact has lost members. Michigan Medical Service grew but little during 1945 and in 


1946 it too lost members. 


3/ In Michigan the medical and hospital plan are both called Blue Cross plans, and both plans have 


adopted as their .symbol a blue cross with an inner shield within which is a caduceus. 
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Where the two plans are operated together their affairs do indeed become 
So intertwined that it is difficult to say where one leaves off and the other 
begins. The success of the one is bound up with the success of the other. 
Should the hospital planfail for some reason or other, the medical plan would 
be pulled down into the same wreckage, or vice versa. Inevitably the one plan 
would have to come to the rescue of the other. If it is found that a poor 
choice of executive director has been made and the plans are poorly adminis- 
tered and fail to grow, the boards of both plans would be equally concerned 
in the choice of a successor. 


On many matters, as has been shown, there must be joint determination 
of policy between the two plans. What size groups should be enrolled? What 
percentage of participation within a group should be required? Should indi- 
viduals be enrolled? On what basis? Should rural enrollment be undertaken? 
What types of publicity should be undertaken? Should higher rates be charged 
to individuals who drop out of groups? The one Board must agree to any change 
of rates or benefits desired by the other. On all these matters of joint 
policy or interest, the executive director must go back and forth between the 
two Boards. One Board decides on a certain matter. The other Board considers 
and suggests a different solution. The first Board must reconsider. It is a 
waste of time on the part of all concerned. Joint meetings of the two Boards — 
and interlocking of some of the personnel will help to cut down this waste. 


Another drawback of this arrangement is that the duality of the plans is 
confusing to the public and is a handicap to effective promotion and selling. 
Subscribers pay their money to a single organization and they tend to think 
of this organization as offering both hospitalization and medical service. 
The two different subscriber contracts and the different names and emblems of 
the two plans tend to confuse people. Obviously from a strictly promotional 
standpoint it would be far easier to gain public acceptance of one plan than 
of two plans with their separate names and emblems . 4/ 


Under "complete administrative unification", the executive director of 
the two plans is apt to feel that he is really the employee of one or the 
other. Under most existing plans with this arrangement the director draws 
all of his compensation from the hospital plan. Under a few he receives an 
extra $1,0U0 or $2,000 from the medical plan. This situation encourages the 
executive director to feel that his allegiance is wholly or mainly to the 
hospital plan, and, as under "partial administrative coordination", possibly 
to think of the medical plan as a side-line. 


The medical profession may think that "complete administrative unifica- 
tion" is préferable to one Board for both plans, because under the former it 
can have full control of the medical plan. Actually this is illusory. Where 
so many matters are of concern to both plans, then in effect any decision of 
one Board must be approved by the other. The Board of one plan must assent 
to any major decision of the other plan Board. This means that one Board 


4/ The awkwardness of the duality of the plans from a public relations standpoint is well illustrated 
by the letterheads of many of the allied plans, They have a single letterhead for both plans, e.g., 
"Massachusetts Hospital Service-Massachusetts Medical Service," The average person receiving a 
communication on ,uch a letterhead is apt to wonder, with whom am I dealing, one organization or two? 
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shares control with the other. The separation of the two Boards simply makes 
it more difficult for joint decisions to be arrived at. 

Under "complete administrative unification" the medical plan has a head 
but no body. An arrangement under which one planentrusts its entire fortunes, 
all its administration, to another plan does not seem to be a sound one for 
the long pull. If one visualizes the arrangement as one in which the execu- 
tive director and the staff serves the two plans equally, then it is a case 
of one person or one group serving two masters, which again does not seem to 
be a sound arrangement. The solution, when both groups are ready for it, is 
"complete integration" of the two plans. 

One sees the difficulties of merely administrative unification in clearer 
perspective if one projects thought to the time when dentistry and nursing 
are offered on a prepayment basis. Will there be a dental Board and a nurs- 
ing Board with the director of the hospital plan serving as executive for 
all? Obvicusly, merger is the answer. 


4. COMPLETE INTEGRATION. 


This seems the common sense arrangement when the two groups are ready 
for it. It is the one to which the plans probably will ultimately come. Under 
this arrangement the hospital plan, as such, ceases to exist; the medical plan, 
as such, ceases to exist. Instead there is a combined medical and hospital 
plan - a health service plan. 

Under this arrangement there is one single corporation with one Board 
and one director. There is complete cordination of medical and hospital pre- 
payment because they are unified. One single organization gives maximum 
economy, single authority, maximum public acceptance and equal responsibility 
on the part of the plan's employees to all services which they render. The 
director of this one health service plan would feel equal responsibility to 
both hospital and medical prepayment. Both the hospitals and the medical 
profession should be equally represented on the Board of Directors, which 
should have heavy representation from the public. It goes without saying 
thet the name of the organization should reflect its makeup and purpose. It 
should not be Hospital, Service but. _ Health Service; 

An important advantage of "integration" is that it facilitates solution 
of the vexing problems of the inclusion of radiology, pathology, and anesthesia 
services in hospital and medical plans. These services when performed by 
physicians are medical services yet the charges for them often or usually ap- 
pear on the hospital bill and are therefore thought by the public to be hos- 
pital services. Physicians in these specialties quite properly desire that 
these services shall be included in the medical rather than in the hospftal 
plan. Yet until the medical plan has as extensive a membership as the hos- 
pital plan, the inclusion of these services in the medical plan and their ex- 
clusion from the hospital plan has the disadvantage for the subscribing public 
that a lesser portion of the hospital bill is covered. Furthermore even if 
enrollment in both plans is coextensive, and the aforementioned services are 
offered under the medical plan, administratively it is simpler, where the 
charges for the mentioned services appear on the hospital bill, for the hos- 
pital planto pay the full hospital bill and to debit the medical plan for its 
expenses on behalf of these services,.rather than for one organization to pay 
part of the bill and the other organization pay the other part. All of these 
difficulties are avoided if Blue Cross aid medical plans are transmuted into 
a joint hospital and medical flan ~- a health service plan - with a changed 
name and changed Board of Rirectors to give proportionate representation to 
both groups. 
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There are several difficulties in the way of ready acceptance of "com- 
plete integration". One difficulty is that in most places neither the medical 
profession nor the hospitals are ready for it. They are too afraid of each 
other to get at such close quarters. (In discussing this proposal one hears 
the doctors say they are against it because the hospitals would control, and 
the hospitals say they are against it because the doctors would control. Per- 
haps this arrangement is only feasible when the public becomes the arbiter 
between the two groups, i.e., when dominant control of hospital and medical 
plans shifts to the public.) 

A second difficulty is that unification of the two types of plans will 


not be desirable if it results in a loss of interest in or support to hos- 


pital and medical prepayment. on the part of hospitals and the medical profes- 
Sion. If it is purchased at this cost, then the price’ is too high.=-Untig 
the medical profession, for example, is so convinced of the benefits of pre- 
payment for the public and itself that it will give staunch support and co- 
operation to medical prepayment irrespective of whether the plan is its own 
plan or the community's, integration of hospital and medica] plans may not be 
desirable. Further a wedding of hospital and medical plans is apt to be 
fruitful and lasting only if it is a joining of equals, i.e., until member- 
Ship in the medical plan begins to approach membership in the allied hospital 
plan and until the medical plan has substantial reserves tocontribute 
towards the joint reserve of a unified plan.5/ 

A third difficulty is that the laws of a number of States say that med- 
ical and hospital prepayment must be provided by separate corporations. It 
would seem, however, that these laws could be changed. It would also be pos- 
sible in some instances to have two corporations but have the same Board mem- 
bers on each. 

A fourth difficulty to union of hospital and medical plans is that the 


| hospital plans have their central organization which is affiliated with the 


American Hospital Association, and the medica] plans have their central or- 
ganization which is closely tied to the American Medical Association. Unifi- 
cation at the local level should be attended by unification at the national] 
level. This problem merits separate discussion. 


COORDINATION BETWEEN HOSPITAL AND MEDICAL PLANS AT THE NATIONAL LEVEL 


It is obvious that close coordination of hospital and medical plans at 
the local level requires a similar coordination at the national level. For 
example: | 


1. Varicus interplan activities -- enrollment of national accounts, the 
problem of uniform enrollment regulations, consolidated billing, transfer of 
members between plans, public education activities, public relations -- are 


of equal interest to both hospital and medical plans. Only one central or- 


ganization could function effectively in these fields. | 
2. The approval programs for hospital and medical plans obviously nee 


to be coordinated, i.e., made into a single program. It would obviously be 


erence 

5/ Most of the present combined hospital-medical plans are defective from this general standpoint and 
are not really successful. Thus the medical plans in Washington and Oregon which offer hospitaliza- 
tion do not have the cooperation and support of the hospitals, and most of the Blue Cross plans which 
expanded their contracts to include certain physicians’ services have done so with the tolerance but 
not the active cooperation of the medical profession, and in one case with the active opposition of 


the organized profession. In other words, timing -- the stage of development of the plans and the 
stage of the thinking of hospital personnel and of the medical profession -- is of the essence, 
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very awkward, assuming that both the hospital and medical plan approval pro- 
grams are to be meaningful, if a hospital plan were approved by the American 
Hospital Association, but the companion medical plan were disapproved by the 
American Medical Association. 

3. It is a waste of time, effort and funds for the executive directors, 
leading board members and top staff personnel of hospital plans to attend two 
conferences a year of hospital plan personnel to discuss probIems which are 
germane to both types of plans, and then for the same individuals to attend 
additional conferendes devoted to problems of medical plans, which problems 
are again germane to the problems of hospital plans.§/ 

These factors and many others which will readily come to mind dictate 
merger of the two central organizations of the hospital and medical plans. 
Obviously the resultant organization should draw representation from but should 
not be affiliated with either the American Hospital Association or the Ameri- 
can Medical Association. Equally obvious it should have strong representa- 
tion from the public. 


CONCLUSIONS 


Cooperation between medical and hospital plans at the local level is es- 
sential. This cooperation can be achieved under various arrangements, any 
one of which can function at least temporarily with success, depending upon 
the stage of thinking of those who do the cooperating. Complete unification 
of hospital and medical plans into Blue Cross health service plans seems to 
provide the fira] and best solution. It represents the end of the road. But 
less forthright arrangements may not be without their temporary value. 

Cooperation between the two types of plans at the national level is no 


_ less essential. The present central organizations of the two types of plans — 


should be merged into a single organization which has representation from but 
is not affiliated with either the American Hospital Association or the Ameri- 
can Medical Association. 


6/ Since this was written it has been announced that henceforth the two central organizations, i.e., 
the Blue Cross Commission and Associated Medical Care Plans, will hold their annual conferences 
jointly. It has also been announced that they will cooperate with respect to compilation of member- 
ship and utilization statistics. 
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CHAPTER 23 


THE INCLUSION OF RADIOLOGY, PATHOLOGY, ANESTHESIOLOGY 
AND PHYSICAL THERAPY IN HOSPITAL AND MEDICAL PLANS. 


In many localities there have been strong controversies in the past as 
to the offering of these services by hospital plans. The physicians practic- 
ing these specialties in hospitals have maintained that their services were 
medical services and should not be included ina hospital plan. Hospitals 
and hospital plans have often maintained that these services when provided in 
a hospital were hospital services and should be included in the plan. The 
extent to which one side or the other has had its way is roughly indicated by 
the fact that of the eighty odd hospital plans slightly more than half in- 
clude x-ray service and about the same proportion pathology service. 

An understanding of the situation requires knowledge of the arrangements 
under which these services are provided in hospitals. 

The large amount of equipment required for.the practice of radiology in 
a hospital makes it uneconomical for this service to be provided by a number 
of competing physicians. One physician or group of physicians must provide 
the service. Further this service is not so much one provided directly to the 
patient as it is rendered as an aid toother physicians in serving the patient. 
For these reasons hospitals have assumed certain responsibilities for the pro- 
vision of these services within their walls. 

In the vast majority of hospitals, the hospital owns the x-ray equip- 
ment, pays the salaries of the technicians and other employees of the x-ray. 
department and provides the necessary supplies. The most common financial 
relationship between radiologists and hospitals is one where the radiologist 
receives a percentage of the gross or net income of the department. The next 
most common relationship is employment of the radiologist on a full or part 
time salary.. About ten percent of the radiologists practicing in hospitals-- 
these men often own the equipment -- pay the hospital a certain sum for the 
privilege of conducting the x-ray department; the radiologist assumes all ex- 
penses of the department and all fees belong to him. 

The most common arrangement for the provision of pathology services is 
where the hospital owns the laboratory and its equipment, pays the salaries 
of all employees, and the pathologist is employed on a full or part time sal- 
ary. The usual arrangements as regards physical therapy services are similar 
-~- the physical therapist being employed on a full or part time basis or re- 
ceiving a percentage of the income of the department. As regards anesthesia 
services, in many hospitals these are performed by nurse anesthesists employ- 
ed by the hospital; in some hospitals this service is performed by physicians 
on a full or part time salaried basis, in other hospitals by physicians who 
have no financial relationship with the hospital though the latter may bill 
the patient on their behalf. 

What is common to virtually all of these arrangements is that the hospi- 
tal assumes a certain responsibility for the provision of the service, and 
that almost always the bill for these services is rendered as part of the 
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hospital bill. This last has led the public to think of these services as 
hospital services. 

Hospital plans desired to cover these special services in their con- 
tracts. They did so because these services were generally considered by the 
hospitals and the public to be hospital services, because the public wanted 
as comprehensive a coverage of the hospital bill as possible and because ex- 
clusion of these services gave rise to misunderstanding and complaint on the 
part of subscribers. In many localities however some or all of these spe- 
cialists strongly opposed the inclusion of their services under the hospital 
plan. The reasons for such opposition were as follows: 

1. These physicians wanted it clearly understood that their services 
were medical services; they wanted the same prerogatives as other physicians ; 
they felt that inclusion of these services under a hospital plan would injure 
their prestige with the rest of their profession and the general public. 

2. So long as the general medical profession did not fully approve of 
or did not participate in medical prepayment, the physicians of these spe- 
Ccialties did not want their own services included under a prepayment plan. 

3. Many of these physicians were anxious to maintain or strengthen 
their economic and professional independence of hospitals; they wished to 
avoid becoming salaried employees of the hospital. 

4. They believed that inclusion of their services under the hospital 
plan might result in loss of income, a belief strengthened by the fact that 
in some cases proposals for inclusion of their services were made without 
giving them adequate voice in the determination of the basis and amount of 
remuneration for their services. For example, where the plan paid all its 
hospitals a fixed amount per day, a particular hospital might receive on the 
average less than its regular billings. Where radiologists received a per- 
centage of the income of the x-ray department, this might mean a loss to 
them. Oftentimes the arrangements which hospitals proposed to their radiolo- 
gists for sharing this loss did not seem fair to the radiologists, or they 
were opposed to the whole idea because in negotiations between the plan and 
the hospitals they were not considered as principals. 

Fortunately the controversy over inclusion of these Special services ap- 
pears to be in process of disappearance or settlement. owing to the develop- 
ment of medical plans, or the broadening of hospital plans into health serv- 
ice plans. This development has tended to erase any differences as to prin- 
ciples; what remain are certain questions of a technical nature which can be 
easily resolved. | 

With the development of medical service plans the profession placed a 
stamp of approval on medical prepayment. The physicians in these specialties 
then were able to feel that they would no longer lose prestige if their serv- 
ices were offered under prepayment. 

Whers the hospital plan was broadened into a joint hospital-medical 
plan, then any controversy as to whether these special services should be of- 
fered lost all point. All that mattered then was that these services should 
be denominated as medical services and that the physicians providing them 
should be adequately remunerated. 


Where separate medical plans were deVeloped, the controversy lost most 
of its point. In the first place pressure from the hospital plans for cover- 
age of these services was removed when it became possible to offer coverage 
of these services under a related medical plan. Secondly, hospitals began to 
Sive way on a point dear to the heart of these specialists. The hospitals 
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became willing to concede that these services when provided in hospitals were 
medical services. Once it was agreed that these services were medical serv- 
ices, then the question of whether they should be offered under a medical 
service plan, or under a hospital service plan which announced that its con- 
tract covered hospital services and "certain medical services,” became more a 
matter of expediency than of principle. Assuming that appropriate bases and 
rates of remuneration for these special services would be established in 
either case, then so long as the hospital plan had more members than the med- 
ical plan, it was perhaps more advantageous to all concerned if these serv- 
ices were offered under the hospital plan, but it was not a matter of great 
moment. 

The basis upon which this controversy has been settled or is in process 
of being settled is indicated by the following comment: 

"Congratulations and thanks are due to the Hospital Association of New 
York State. Last fall the Association adopted a resolution to the effect 
that radiology and pathology would be dropped from Blue Cross benefits when 
medical service plans were prepared to furnish these medical services among 
its benefits ona fee basis. 

"Last month the Association announced the following agreement with the 
Medical Society of the State of New York: 

"(a) It is agreed that Pathology, Anesthesiology, Roentgenology and 
Physical Therapy are medical services and the practice of medicine. 

"(b) That. these specialties are so recognized. 

"(c) That an equitable arrangement can be made between the individual 
hospitals and the doctors who practice these four specialties recognizing the 
above principle, whereby the hospital may bill for these services in the name 
of the person rendering the service. (This can be done by inserting the name 
on the regular hospital billhead, i. e.: Instead of X-ray, indicate "Profes- 
sional Services of Dr.________, Roentgenologist.") 

"(d)~ Until such time as a Medical Service Plan is available, there is no 
objection to inclusion of these medical services in the hospital service plan 
contract as long as the principle of recognition and proper remuneration to 
these specialists is carried out.” 1]/ 

When hospital and medical plans are amalgamated into health serviceplans 
then this controversy will entirely disappear -- which isa reason in favorof 


such amalgamation. 


Lt IE 


1/ Monthly News Letter of the American College of Radiology. 
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CHAPTER 24 


CONCLUSIONS 


BENEFITS OF THE PLANS 


The first conclusion of this survey is that hospital and medical plans 
are beneficial for the subscribers, the hospitals, the medical profession and 
the general public. The plans enable the subscribers to pay for hospital and 
medical care in a convenient manner. They give protection against the risk of 
heavy sickness costs. Having this protection, people obtain care who other- 
wise might go without, and they tend to obtain care more promptly. Some per- 
sons, who in the absence of advance provision would be forced to ask for 
charity care, are enabled to pay their own way./ Knowledge that all or the 
Sreater part of the costs of his illness will be taken care of aids recovery 
of the subscriber-patient. He feels free to stay in the hospital as long as 
may be necessary. The plans enable the subscribers to receive care in better 
hospital accommodations than they would otherwise be able to afford. 

The plans are beneficial to hospitals and physicians. They facilitate 
the collection of charges. They enable hospitals and physicians to obtain 
fair remuneration from some subscriber-patients who without the plan would be 
able to pay little or nothing. They tend to increase and stabilize the in- 
comes of hospitals and the profession. The operation of the plans results in 
an upgrading of the demand for hospital accommodations: less demand for ward 
care, more semi-private and private care. Prepayment facilitates care of the 


_patient: physicians feel free to recommend services -- hospitalization, an 


elective operation, extensive x-ray and laboratory tests, which they might 
not feel free to recommend if they knew that the cost would be a burden to 
the patient. Also the insured, worry-free patient is a better patient and is 
apt to recover sooner than the one who is fretting about how the bills for 
his illness will be paid. The plans improve the relationships of patients on 
the one hand and physicians and hospitals on the other. They tend to remove 
the financial element from this relationship. The insured patient who has 
his bills paid in whole or in large part by the plans will be a more satis-— 
fied patient than the non-insured patient who has large bills to pay. 


L/ It is the Universal testimony of hospital administrators that the operation of the plans, and of 
commercial insurance also, reduces the volume of free care. Physicians, welfare department officials, 
executives of councils of social agencies, community chests, and similar Organizations in a number of 
localities, also expressed the opinion that the plans have reduced substantially the volume of char- 
ity care. It has not been possible Statistically to determine the extent of this reduction. Data 
from many communities in which the plans have achieved substantial enrollment show a decline in the 
proportion of free or ward days and an increase in semi-private and private days. Thus in Cleveland, 
the number of free days billed to the helfare Federation declined from 204,517 days in 19386 to 78,135 
days in the first 11 months of 1946. In the case of the Rochester General Hospital the days of ward 
care declined from 57,409 in 1935-6, when the Rochester plan started, to 24,081 days in 1945, and 
the days of semi-private and private care increased from 37,875 to 90,899. Figures of similar im- 
port could be quoted for many other communities where the plans have achieved wide coverage. How- 
ever, to what extent these changes have been due to the operation of the plans (and of other types of 
hospital insurance) and to what extent to the improvement of economic conditions over the same period 
it is impossible to say. 
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The benefits of the plans to hospitals and physicians will depend in the 
last analysis upon the adequacy of remuneration. On occasion some plans have 
provided unfairly low remuneration to hospitals and physicians; on other oc- 
casions the latter have been paid too well. Differences of opinion between 
the plans and those providing service as to the fairness of remuneration are 
to be expected. However, in a sense these are details which, if there is 
joint negotiation between the plan and those providing service, can be ironed 
out in due course. 

the plans are beneficial for the general public because they provide a 
broader, more stable, and more eguitable basis of financial support for hos- 
pital and medical service. Hospital plans increase the ability of communities | 
to support hospital facilities; undoubtedly medical plans if they achieve 
large coverage will increase the ability of communities to support the medical 
personnel they need. 

The usefulness of the plans to the general public must be understood in 
the light of the fact that the plans have enrolled proportionately more of 
the well-to-do than of the lower income groups and of urban than of rural 
people. 

The basic formula of the hospital plans -- non-profit status, one plan 
per area, free choice of hospital and the right of all gualified hospitals 
to participate, the provision of benefits on a service basis -- is sound and 
mutually beneficial for patients and hospitals. The prevailing pattern of 
the medical plans -- non-profit status, one plan per area, free choice of 
physician, and the right of all gualified physicians in the area to parfici- 
pate -- is also good. The medical plans will not be as useful to the public 
as the hospital plans until they provide their benefits on a service basis. 

In general and with some exceptions the plans are well conducted and 
efficiently administered. 

The plans with their large enrollments are rendering an important con- 
tribution to the health and security of the population and those responsible 
for this development -- a truly amazing one -- have every reason to be proud 
of their accomplishments. 


HOW THE PLANS COULD BE IMPROVED 


The plans could be made more useful to the public -- and also to hospi- 
tals and physicians -- in various wayS- Since, at the request of the Blue 
Cross plans, one objective of the survey was to ascertain how the plans might 
serve the public more effectively, what follows may be considered as a series 


of suggestions to this end. 


COMPREHENSIVE SCOPE OF SERVICE 


The plans would be more useful to the public if they provided a more 
comprehensive service. The hospital plans are very uneven in the degree of 
coverage of the hospital bill. Some plans (alone or in conjunction Wee the 
allied medical plan) give virtually complete protection. The subscriber if 
he takes the accommodations specified in the contract will have little or 
nothing to pay. Other plans provide a coverage which is full a gaps. The 
subscriber who reguires prolonged care, or expensive medication, OF large 
amounts of the special services, will have a large bill to pays Since the 
public has to meet the cost of complete hospital service it follows that bee 
plans would be more useful to their subscribers if they provided this service 
-- full coverage of the bill for at least 60 or 90 days. 
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The medical plans are obviously incomplete. With some few exceptions 
the plans cover only about a third of the total cost of physicians' service. 
The plans tend to cope with illness only after it has become serious; they do 
little to prevent illness or to prevent incipient illness from becoming 
serious through the provision of care in the early stages. Much evidence 
indicates that the public wants a complete service, and only under such a 
service will many obtain adeguate care. Another factor of importance is that 
the restricted scope of service leads to hospitalization of patients who 
could be cared for just as well and more economically in the home, office, or 
out-patient department. 

Even if the plans provided complete hospital service and complete 
physicians' service they would not fully meet the needs of the public. The 
cost of special nursing in a serious illness may well exceed the cost of 
hospitalization, and protection against this cost is urgently needed. Prc- 
vision of a visiting nurse service on a prepayment basis would in many in- 
stances tend to reduce the need for hospitalization and would increase the 
physician's effectiveness. The provision of dental service on a prepayment 
basis would enable a large segment of the population to obtain this service 
who will otherwise go without. In short, the public needs a complete health 
service on a prepayment basis, and the plans would be more useful if they 
provided such a service. 

The plans, therefore, should move as rapidly as possible to provide a 
comprehensive service. Such expansion of coverage cannot be achieved over- 
night. The provision of complete hospital service for, say, 60 or 90 days 
per admission may not be feasible until controls have been developed to pre- 
vent possible abuse. Medical plans need to achieve substantial enrollment 
for surgical, obstetrical and in-hospital service and to solve the adminis- 
trative and financial problems of this coverage before going on to the vastly 
more difficult task of providing coverage for home and office calls. Pro- 
vision of these latter services will reguire new administrative techniques 
and controls,, the development of trustworthy utilization data, and a high 
degree of cooperation from the medical profession. Similarly expansion later 
to nursing and dental care will present new and complicated problems which 
can only be tackled one at a time. While the public wants comprehensive 
coverage it is unfamiliar with the costs involved and at each stage it must 
be educated to pay the necessary subscription costs. However, while recog- 
nizing the practical difficulties involved the plans should take as their 
goal the provision of comprehensive service, and step by step as rapidly as 
possible should move to attain this goal. 


BENEFITS ON A SERVICE BASIS 


The plans would be more useful to the public if they provided their 
benefits entirely on a service basis.2/ Indemnity allowances against hospital 
and physician charges cannot provide an assured, definite or complete pro- 
tection since there is no obligation on the part of hospitals or physicians 
to render service at specified remuneration. It follows that those hospital 
Plans which provide dollar allowances against the room cost or against the 
cost of certain of the special services or both would be more useful if they 
provided care in specified accommodations and gave complete coverage of the 
special services. The medical plans would be more useful if they extended 


a 


3 But permitting the subscriber to pay extra in order to receive care in better hospital accommoda- 
tions than are specified in the contract. ‘ 
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service benefits to all subscribers irrespective of income. Again the prac- 
tical difficulties are recognized. These steps will reguire a high degree of 
cooperation on the part of hospitals and physicians; they will require im- 
portant changes in the prevailing usages of medical practice; they may pos- 
sibly necessitate differential remuneration as between qualified specialists 
and non-specialists for services in certain specialty fields. However, the 
plans would do well to accept the goal of benefits on a full service basis. 


PROVISION OF CARE FOR ALL CONDITIONS OF ILLNESS 


The. plans would serve the public more effectively if, under appropriate 
enrollment procedures, care were provided for all conditions of illness with- 
out exception or waiting period. The exception of care for quarantinable 
diseases, venereal disease, congenital defects, alcoholism, drug addiction 
and the like which exist in the contracts of many plans are generally but in- 
heritances from the past and could now be eliminated without danger to 
financial soundness and at very little increase in cost. 


The exception of care for infants under certain ages which some plans 
still hold to is quite undesirable and could be safely eliminated. That the 
administrative problems involved are not insuperable is evidenced by the fact 
that many plans do provide coverage from the first day of birth. 


The waiting period for maternity care is necessary under individual en-- 
rollment. Under group enrollment where the plan is in a position to insist. 
upon high enrollment percentages -- and most well established plans are -- 
the waiting period can be safely eliminated. Hospital plans which obtain 
good enrollment percentages can safely provide full benefits in maternity 
cases at least for a specified number of days. Since limits on the days of 
coverage for maternity cases work a hardship in those exceptional cases where 
a longer than normal stay is medically necessary, the plans would do well to 
experiment with controls which would permit longer coverage for maternity 
care in the exceptional case. 

The exclusion of care for pre-existing conditions is necessary under in- 
dividual enrollment but is not necessary under group enrollment at least 
where the plan is in a position to insist on high enrollment percentages. 
Some plans now are probably spending as much, if not more, on administrative 
procedures for the rejection of cases of pre-existing conditions, than it 
would cost them to provide the care for these conditions. Needless to say 
the elimination of this restriction would improve public relations. ‘ 

The medical plans tend to have more exclusions and waiting periods than. 
the hospital plans. In view of the newness of these plans these safeguards 
may perhaps be necessary. However, the plans would be improved if, as rapid- 
ly as possible, they eliminated these restrictions. | 

Coverage of mental disease and tuberculosis presents problems the solu- 
tion of which will reguire coordination of the activities of the plans and of 
public agencies. There is an increasing tendency for both mental and tubes 
culosis cases to be accepted by general hospitals for diagnosis and certain 
types of .therapy andit is generally agreed that such a tendency is desirable. 
While it would seem that the plans should cover such illnesses for a re- 
stricted period, it is not clear that it would be desirable for the plans to 
provide coverage for extended periods lest in so’ doing they assume cost 
burdens which are now carried to a large extent by publie agencies. 
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RIGHT OF ALL QUALIFIED HOSPITALS AND PHYSICIANS TO PARTICIPATE 


All gualified hospitals and. physicians should have the right to partici- 
pate in these plans. The exclusion from participation of any gualified hos- 
pital or physician or group of hospitals and physicians may work severe dam- 
age upon those so excluded and may be undesirable from the standpoint of 
denying to the public a proper freedom of choice. These plans when they be- 
come large take on tthe character of public utilities. The decision as to 
what hospitals or what physicians may participate should preferably be made 
by.a-public body under legislative direction, not by the plan. Thus, where 
there is licensing of hospitals, all licensed hospitals should have the right 
to participate. Similarly all licensed physicians should have the right to 
participate. The provision in some medical plans that participation shall be 
limited to members of the medical society is undesirable. 


PLANNING FOR HEALTH FACILITIES | 


The plans would serve the public more effectively if they assumed 
greater responsibilities with respect to the planning and development of 
adequate health facilities in their areas. The plans have a manifest in- 
terest in the availability of adeguate hospital facilities. Unless such 
facilities exist. unless subscribers can gain entrance to hospitals when care 


is needed and can stay as long as may be medically desirable, the plans in 


effect cannot live up to the terms of their subscriber contracts, i.e., pro- 
vide service as needed. In rural areas without adequate hospital facilities 
the plans will find it impossible or difficult to sell their contracts. The 
plans have no less an interest in seeing to it that there is no excess of 
hospital facilities, for such an excess resulting in low occupancy ratios 
will ultimately be reflected in higher per diem hospital costs and hence 
higher subscription charges. It follows that the plans should take steps in 
company with public agencies, the hospitals, the medical profession and other 


interested parties to see to it that their areas possess adequate, well co- 


ordinated, hospital facilities. 

Medical plans, when they become well established, ought to assume re- 
Sponsibilities along the same lines. Any lack of physicians in rural areas 
will prevent the plans from functioning effectively in these areas. Any ex- 
cess of physicians in urban areas may well be prejudicial to the best in- 
terests of the subscribers. Well established plans need to concern then- 
selves with these matters and to work with others in finding appropriate 
solutions. | 


ASSUMPTION OF RESPONSIBILITY FOR QUALITY OF SERVICE AND THE EFFICIENT 


PROVISION OF SERVICE 


Hospital and medical plans are or ought to be more than devices for pay- 
ing hospital and medical bills. They are ~- when they are on a service basis 
-- cooperative arrangements of the public and those providing service for the 
provision of service to the public. This being so they should take steps, in 
cooperation with hospitals, the medical profession and other interested 
parties, to see to it that the quality of service provided to. their sub- 
Scribers is good, and that service is provided efficiently and at as low a 
cost as possible. — 
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A young or small hospital plan is hardly in a position to eoncern itself 
effectively with the quality of service provided by its member hospitals. 
However when a plan has grown to the stage that it is paying to hospitals a 
third or a half of their income, then inevitably its activities affect the 
guality of service and it should utilize its central position to elevate 
standards of service. 

Hospital plans, where suitable hospital licensing legislation does not 
exist, should press for such legislation. Where hospitals are licensed the 
plans should cooperate closely with the agency in charge to see that proper 
Standards are enforced. 

In the absence of hospital licensing the plans should draw up definite 
standards for hospitals to be accepted as member institutions and these 
standards should be progressively revised and elevated so that inferior in- 
stitutions will be obliged to improve their facilities and services. | 

Where hospitals derive a large share of their income from the plans, the 
methods and rates of remuneration will have an important effect upon the 
guality of service -- for better or for worse. The plans should endeavor to 
remunerate hospitals on a basis which will take quality of service into ac- 
count, which will, other things being equal, provide higher remuneration to 
hospitals providing a better quality and more inclusive scope of service, and 
which will provide incentives to hospitals to improve their standards of 
service. The basis of remuneration of hospitals should also provide incen- 
tives to hospitals to operate efficiently and at low cost. (Uniform cost 
accounting on the part of hospitals is essential for the determination of 
fair remuneration.) 

The plans should cooperate with the hospitals and the medical profes-— 
Sion of the area and other interested parties in bringing about systematic 
inter-relationships among the hospitals of the area which would make for 
improved service to the public, good integration of hospital service in the 
area, and the effective and economical use of hospital facilities. 

Medical plans, as they become well established, should do what they can 
to assure that their subscribers receive service of a high level of guality 
and that care is provided efficiently and economically. The plans should do 
what they can to aid subscribers in need of service requiring special skills 
to obtain such service from qualified practitioners. Many medical leaders 
believe that group practice has advantages from the standpoint of coordinat-— 
ing the work of different specialists, saving the time of physicians, and 
making effective and economical use of auxiliary personnel and of facilities 


and equipment. If this is SO, medical plans as they become firmly estab- 


lished would increase their usefulness if they promoted the establishment of 
diagnostic centers and the development of group practice among their pare 
ticipating physicians. 


SUBSCRIPTION COSTS IN RELATION TO ABILITY TO PAY 


The subscription costs of the plans are beyond the reach of a part of 
the population. One way in which hospital plans can achieve greater Onroaee 
ment among low income groups is for those plans, which do not now have such 
contracts, to offer low cost contracts providing care in ward or multiple bed 
accommodations. Some of the plans have offered such contracts in the past 
with but little success. The reasons for this apparently were that since 
these contracts provided care in accommodations which did not permit the sub- 
scriber to have his own physician and since: the character of the accommoda- 
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tions were in no wise different from those of free wards, the plans were in 
effect endeavoring to sell low income subscribers something which they could 
readily obtain free of charge. The conditions for successful sale of these 
contracts would seem to be that they should provide care in accommodations 
in which the subscriber can have his private physician and which are other- 
wise sufficiently differentiated from free wards so that people will have an 
incentive to enroll. -In some areas the successful sale of such contracts 
will reguire the development by hospitals of what is essentially a new type 
of hospital accommodations. 


Another step which the plans could take to make their services more 
available to those of low income is to do their utmost to encourage arrange- 
ments under which the employer pays part or all of the cost. Where the em- 
ployer pays only part of the cost, arrangements under which the employer 
would pay more of the cost for the lower than the higher paid employees, 
would seem to be desirable. 


ADEQUATE PUBLIC PARTICIPATION IR CONTROL 


The public should have a greater voice in the control of these plans. 
This is especially true in the case of the medical plans. The fundamental 


question here is "For whom do the plans exist?" If the primary purpose of 


the plans is to serve the public then it follows that the public ought to 
have a large, probably a dominating, share in their control. 


Adequate representation of the public is necessary from the standpoint 
of safeguarding the public interest. If hospitals control the plans then 
hospitals can determine how much they should be paid for their services. 

his is something on which the public Should have a say. If the medical 
profession controls the plans then the profession determines what physicians 
Shall be paid for their services. A non-profit plan controlled by represen- 
tatives of those practicing medicine for profit would seem to be a contra- 
diction in terms. Imagine that these plans grow as their sponsors hope and 
that they displace all competing plans. In effect they would have a monopoly 


in their area. In this event hospitals and physicians, if they controlled 


these plans, could fix their own remuneration and the public would have to 
pay these rates or go without the benefit of prepayment. Such a situation 
would be intolerable. 


However, the matter is not simple. The guarantee of benefits by the 
participating hospitals and physicians is enormously valuable to the sub- 
Scribers. In most cases, the plans could not have been established without 
this guarantee. So long as hospitals and physicians guarantee the benefits 
they would seem to be entitled to a large, if not a predominant, share in 
control. A situation under which the plans were controlled by representa- 
tives of the subscribers, and hospitals or physicians were liable to make up 
any deficit, as it were, would seem untenable. One may draw the conclusion 
therefore that in the initial Stages, when a plan's major assets are the 
backing and support of its participating hospitals or physicians, it would 
be appropriate for dominant control to rest with the hospitals or the medical 
profession as the case may be. However, as the plan develops, as it ac- 
cumulates a substantial reserve (which belongs to the public) and thus 
guarantees its own financial solvency, then it would seem appropriate that 
control should be shared equally between the public and those providing serv- 
ice or that dominant control should be vested in the public. 
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It follows from all this that the share given to the public in most of 
these plans, especially the medical plans, should be greatly increased. In a 
well-established plan which looks largely to its own reserve for its financial 
Solvency it would seem that at least half of the board should be composed of 
representatives of the public. To the greatest possible extent these in- 
dividuals should be selected so that they will really represent the public. 
Employers, labor and farm organizations might well be given representation. 


The plans would also do well to develop subscriber or member councils as a 


means of securing two-way communication between the plan and those whom it 
serves. The plans might well consider whether effective and democratic 
representation of the public would be improved by having some or all ofthe 
public representatives appointed by the governor of the State (in the case of 
a State-wide plan) or the mayor or city council of the principal city of the 
area (in the case of a local plan). Effective representation of the public 
and coordination of the plan's own program with the general health services 
of the area might also be obtained by having the State or local health of- 
ficer serve as an ex-officio member of the board. 

Hospitals and the medical profession need to be far sighted and unselfish 
about these plans. It falls to them generally to start these plans, to 
sponsor thém, to guarantee the benefits. But they should perform these serv- 
ices in trust as it were for the public and in due course should cede major 
control to the public. 

Such action on the part of the hospitals and the medical profession 
involves correlative action on the part of public groups. Control cannot be 
shared with a vacuum. Employers, labor, farm and other public groups, Li 
they wish to participate in the control of these plans must work with then, 


take steps to forward their growth, and in general assume the obligations and 


responsibilities that go along with participation in control. The plans, 
whatsoever the formal basis of their control, are responsive to public pres- 
sure and in a sense the public of any area will have as good a plan as it 
deserves. 

If the views expressed above are correct it follows that those enabling 
acts which stipulate that a majority of the boards of hospital or medical 
plans must consist of representatives of the hospitals or of the medical 
profession, as the case may be, should be changed. 


GUARANTEE OF BENEFITS; A NATIONAL POOL OF RESERVES 


The financial soundness of the plans should be assured through the plans 
having adequate reserves or by guarantee of benefits on the part of those 
providing service, or both. At the present time there are probably some 
plans which do not have large reserves and which are not firmly backed by the 
hospitals or the medical profession. Until these plans have adequate re- 
serves they should seek the financial backing of their member hospitals or 
participating physicians. 

The plans would be more useful to the public if they developed an 
arrangement for a national pool of reserves. Many of the hospital plans ap- 
pear to be passing beyond the stage at which it is feasible for the hospitals 
to guarantee their solvency. In effect most of the hospital plans are rely- 
ing on their own reserves to assure financial soundness. This being. so the 
plans could increase their individual and collective security and at the same 
time use less income for addftions to reserves if they developed a national 
pool of reserves. This arrangement should be such that each plan would cur- 
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rently put into the pooled reserve a definite fraction of its gross income. 
The national organization of the plans should conduct periodic financial 
audits of each plan and should prescribe the minimum reserves to be main- 
tained by each plan on its own account. A plan which was forced to call 
upon the national pool for aid would agree that the latter should conduct its 
affairs until the plan was no longer in debt to the national pool. 

The medical plans are certainly not ready for this step. However the 
hospital plans are ready and should lead the way. 


INCREASE IN THE EFFECTIVENESS OF INDIVIDUAL PLANS 


There are certain hospital and medical plans which have not grown rapid- 
ly or have grown less rapidly than they should. There are other plans which 
have displayed fair growth but use for administration proportions of income 
far in excess of the average. 


These plans manifestly ought tobe improved. In the case of some hospital 


plans the poor record has been due to inadequate support and backing from the 
hospitals of the area -- not being effectively sponsored by the hospitals the 
plans have had difficulty in establishing themselves in the mind of the com- 
munity aS a community agency, not being financially backed by the hospitals 
they have had to accumulate large reserves to assure financial solvency and 
hence have not been able to offer liberal benefits. Similarly in the case of 
Some medical plans the poor record has been due primarily to inadequate sup- 


-port and backing from the medical profession. In other instances the lack of 


rapid growth has been due primarily to the fact that the plans have not had 
aggressive, alert leadership. In some cases plan directors and boards 
steeped in complacency and lacking in vision have not been greatly interested 
in increasing enrollment. Some plans have handicapped themselves by offering 
too restricted or too complicated a contract. Some plans have carried cau- 
tion to excess and in endeavoring to accumulate large reserves have asked too 
much for too little. 

In a considerable number of instances the plans with poor enrollment 
records have been serving areas which are too small in size or population to 
permit effective operation. Obviously the public would be better served if 
these plans were merged with others. In North Carolina the competition be- 
tween the two State-wide plans results inhigh administrative costs, dissi- 
pates the support of the public, the hospitals and the medical profession, 
and retards growth. The two plans obviously should be merged. 

In certain States the hospital plans have not done well or as well as 
they could because there are too many plans. Their varying rates and bene- 
fits nake it inconvenient for employers with plants scattered over the State 
and impede promotional and enrollment efforts. In almost all cases in States 
with more than one plan the effectiveness of the movement would be increased 
by merger of some plans and in some cases by merger of all of the plans into 
a Single State-wide plan. 

In States such as New York, Pennsylvania, Ohio where the State has 
several rather distinct hospital service areas, local plans may have done 
better in the past than a single State-wide plan would have done. However, 
as time goes on the advantages which local plans obtain through their re- 
striction to a local area tend to grow less, while the disadvantages of hav- 
ing a multiplicity of plans increase. In most if not all States with mul- 
tiple plans the time has arrived or is rapidly arriving when the public would 
be better served by a single State-wide plan. The matter of the appropriate 
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basis for a hospital or medical plan is greatly affected by the need for co- 
ordination between the two types of plans and close coordination requires 
that allied plans serve the same areas. 

The fundamental drive for improvement of the individual plan must come 
from within the area. In general a plan will be as good as the public, the 
medical profession, and the hospitals of the area want it to be. However, 
the central organizations of the plans could do much to stimulate local ac-. 
tion by making periodic appraisals of each plan and by making the reports of 
this appraisal available to the plan and the public, the hospitals and the 
medical profession of the area. Factors in the administration or situation 
of the plan which need correction and are holding it back might thus be 
brought out in the open and if so there is a better chance that the parties 
concerned will take the necessary action. 


COORDINATION OF HOSPITAL AND MEDICAL PLANS . 

In certain instances the progress of hospital and medical plans has been 
impeded by lack of coordination between the two. In Washington, Oregon and | 
northern California the competition between the Blue Cross and medical plans 
has been damaging to both types. of plans and has lessened their service to 
the public. In Pennsylvania it is unfortunate that the state-wide medical 
plan and the local hospital plans have not as yet been able to reach a 
mutually satisfactory basis of cooperation. 

The first requisite of good coordination between hospital and medical 
plans is that both should serve the same territory. In some States this will 
mean that the local hospital plans will need to be merged or federated into a 
Single state-wide plan. In Washington and Oregon the local medical plans 
will need to be merged into a single state-wide plan. The least that is 
required for effective coordination of the two types of plans is their joint 
administration by a single staff under a single executive director. Any 
other arrangement is apt sooner or later to result in friction and trouble. 

At the present stage of developments, while medical plans are young and 
need to win the cooperation and backing of the medical profession, there may 
be advantages to having hospital and medical plans organized as separate 
corporations, but with both administered by the same staff under a single 
executive director. However, this is temporary and in due course ~-- after 
medical plans have achieved large enrollment and a secure financial footing 
+- the two types of plans should be merged. The fortunes of the two types of 
plans are inevitably bound together ; they will succeed or fall together; the 
one cannot avoid responsibility for the other. The public which pays its 
money to one organization generally considers the plans as one. This being 
so they ought eventually to be unified. . 

Unification of the plans at the local level will inevitably bring unifi- 
cation of the two central organizations of the plans. It will hardly be 
logical for the resulting single central organization to A pobthon ys UNC T ahem 
aegis of either the American Hospital Association or the American Medical 
Association. Its board should contain representatives of the plans, the pub- 
lic (employers, labor, farm organizations, etc.), the hospitals and the 
medical profession. 


ENROLLMENT AVAILABLE TO ALL 


No plan can adequately serve the public unless it extends the opportu- 


nity of enrollment to all persons in its area. Those plans which have not as 
yet developed devices of individual and community enrollment through which 
239 


they are able to offer enrollment to all within their area should do so. Age 
restrictions are not necessary in group enrollment and should be eliminated 
by those plans which still retain these restrictions. Age restrictions are 
necessary under individual enrollment unless this is conducted through com- 
munity enrollment in such manner that the plan safeguards its selection of 
risks. 


GREATER NATIONAL COORDINATION 


To be of maximum service to the public the plans need a far greater 
degree of national coordination than they now possess. In fact the achieve- 
ment of a greater degree of national coordination is one of the chief prob- 
lems now facing the plans. 


From the standpoint of serving national employers or national unions 
(under industry wide bargaining agreements) the plans are handicapped by the 
lack of uniformity in benefits and rates, in conditions for which care will 
be provided, and in enrollment procedures, billing procedures and the like. 
Instead of dealing with a multiplicity of plans, withdifferent (and changing) 
‘rates and benefits, these concerns or these unions would prefer to deal with 
a single organization which at a specified charge would provide uniform 
benefits for all employees or members wherever located. 


From the standpoint of serving the nation as a whole, a defect of the 
movement is that in certain places no plans exist, and that some of the plans 
are backward, that they offer restricted benefits, are poorly administered, 
or are otherwise deficient in the service offered to the public. 


The hospital-medical plan movement can hope to meet the public's need 
for prepayment only if there are available to the people of every area of the 
country acceptable plans -- plans which provide a reasonably broad scope of 
service at reasonable costs, which are economically and effectively admin- 
istered, financially sound and whose activities are well coordinated with 


each other. 


To meet this need the plans (hospital and medical) must develop a far 
stronger national organization than they now possess. And to this national 
organization the plans must yield some measure of their autonomy. The plans 
cannot hope to meet this challenge if they remain merely an association of 
sovereign, independent plans, éach of which is alaw unto itself. They must, 
somehow, someway, weld themselves into a national movement -- one in which 
the individual plans will retain a large measure of autonomy, but wherein the 
national organization, i.e., the movement as a whole, will have sufficient 
control over the separate plans so as to assure that they measure up to 
appropriate standards of public service, and that there is the necessary 
coordination of action among them. 


The development of the hospital-medical plan movement into a strong na- 
tional movement cannot be accomplished merely by the plans themselves. Just 
as the development of a strong health service plan at the local level will 
require the cooperation of the public, the hospitals, the medical profession 
(and, as other services develop, of other professional groups) so the build- 
ing of a strong national movement will require the cooperation of all these 
parties. 
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ENROLLMENT POTENTIALITIES 


How far can the plans go in enrolling the population? Will the plans, 
in conjunction with other types of voluntary insurance, be able within a 
reasonable period of time to enroll all those who need the benefit of pre- 
payment, i.e., substantially the entire population? The hospital plans have 
now enrolled (as of Jan. 1, 1947) 24,250,000 persons or 19.3 percent of the 
population. (Commercial insurance companies and other prepayment organiza- 
tions provide hospitalization coverage to an additional 12 percent of the 
population.) During 1946 the hospital plans had a net increase in enrollment 
equal to 4.2 percent of the population. At this rate of growth it would take 
them approximately 20 years to enroll the whole population. 

As of January 1, 1947, in one State 66 percent of the population had 
been enrolled. In two other States the plans had enrolled close to 50 per- 
cent of the population and in six other States over 30 percent.- In these and 
a few other States the plans during 1946 were enrolling people at rates which 
if continued would result in the enrollment of a substantial part of the pop- 
ulation, say, 70 to 80 percent, within five to ten years. 

On the other hand in many States particularly in the South the plans 
have enrolled but a‘small part of the population and are making but little 
headway. At 1946 rates of growth it would take over 80 years for the plans 
in Georgia, Alabama, Texas and Louisiana to enroll the whole population of . 
these States. 

Medical prepayment is obviously in its infancy and the present growth of 
total enrollment gives little clue to future potentialities. In certain 
allied hospital and medical plans enrollment for medical benefits is rapidly 
approaching enrollment for hospital benefits. If medical plans place their 
benefits on a service basis and if the two types of plans are unified, it 
would seem that in due course medical prepayment would attain the same en- 
rollment as hospital prepayment. 

The main obstacle to complete enrollment of the entire population is the 
fact that a part of the population cannot afford the subscription costs. 
Comprehensive coverage of hospital and physicians' services -- not to mention 
dentistry and nursing -- might well entail costs of $2.50 to $3.50 a month 
for a single individual, $5.00 to $7.00 a month for a couple, and $6.uUU to 
$10.00 a month -- $72 to $120 a year -- for a family. When one considers 
that in 1945, 79 percent of all single individuals and 34 percent of ald 
families had money incomes of less than $2,000 a year,>/ and that on the 


“average people spénd about five percent of income for all medical care, in- 


cluding drugs, dentistry and nursing (expenditures for physicians' service 
and hospital care represent about 50 to 6u percent of the total), it is 
obvious that these costs will be beyond the reach of a substantial part of 
the population. 

Another important obstacle to enrollment of the entire population is the 
fact that many who could afford prepayment will not readily avail themselves 
of the plans because of inertia, indifference and lack of appreciation of their 
need for prepayment. Through their enrollment campaigns the plans educate 
the public to the need for health protection, but these campaigns are neces-~ 
sarily limited. Still another obstacle is the difficulty of reaching and 
enrolling farm people, the self-employed and people who work in small em- 
ployed groups. 


eee i . = 
3/ Bureau of the Census, Family and Money Income in the United States: 1945 and 1944; Series P-S, 
No. 22, May & 1947, p. 7. 


241 


In the lights of these factors it is evident that the plans will not be 
able to enroll the entire self-supporting population, though in some States 
they may make appreciable headway in this direction. In short, while the 
plans are potentially capable of making large contributions towards health 
security, by themselves they will not be able to solve the entire problem. 

Leaders of hospital and medical plans have recognized this and have 
Stated their interest in cooperating with governmental ageneies in the 
provision of health services for those unable to pay for such care.4/ The 
Blue Cross plans have suggested Federal grants-in-aid to State approved 
voluntary plans®’ end some Blue Cross leaders have suggested that government 
might require certain groups of the population to enroll in prepayment plans, 
people being free to select the plan of their choice .8/ 

It is quite clear that these and other courses of action on the part of 
government would enable voluntary plans greatly to increase their enrollments , 
The findings of the survey suggest that the question -- of how the plans 
might be used, supplemented or built upon ina governmental program or in 
a cooperative program of government and voluntary plans -- is one that 
deserves an increased measure of attention. 


4/ At the October 1945 Conference the Blue Cross plans adopted the following resolution: 

"If the Federal government decides to use government funds for the payment of hospital service 
for those unable to pay for such service, the committee on government relations (should) express to 
the proper authorities the willingness of Blue Cross to participate with such authorities in working 
Out practical methods of cooperation." 


5/ In testifying on the Wagner-Murray-Dingell Bill (S. 1606) before the Senate Committee on Educa- 
tion and Labor the authorized representative of the plans stated: 


"The Blue Cross Commission favors the following approach to a health program for the American 
eople: 

, (a) Complete medical care and hospitalization supported by taxation for all public assistance 
(a) Complete medical care and hospitalization supported by taxation for all publeic assistance 
beneficiaries or indigent members of the population. (This feature is title 1, part C, of Senate 

Bill No. 1606.) 
The provision of health service as a right to those already receiving assistance would clarify 
the position of eharitable organizations in the health field particularly community hospitals. Ac- 


ceptance by Government for care of the officially declared indigent would permit voluntary plans to 


remove this burden from member hospitais, and hence from subscribers. 
size or the composition of the pudlic. tin1S Teature nas veen recommenced DY tne rresiueut auu is 
included in Senate Bill No. 191.) 

Adequate facilities are a requirement of adequate care. Voluntary plans would increase in 
usefulness with the better distribution of hospitals and other health facilities. 

(c) Grants-in-aid to State-approved voluntary health programs which are also supported by 
regular contributions from the beneficiaries. Payments might be made to practitioners or institu- 
tions, or to prepayment plans under non-profit auspices. 

Such Government assistance would encourage enrollment and have much the same result as legisla- 
tive compulsion, but with freedom for localities to determine the timing and character of their 
health program. 

fd) Permissive pay-roll deduction for Federal employees for participation in voluntary prepaid 
health-service programs. 

It might appear that this is a small portion of our population, and not a significant factor in 
developing a program for the country. Yet, this large group of people should be entitled to the same 
conveniences in obtaining prepaid health-service benefits as the rest of the workers in the Nation. 
Moreover, the prestige of the National Government, in recognizing the individual's right to partici- 
pate on the voluntary basis, would be a strong and encouraging example to those private employers, 
as well as to the States and local governments, which have not yet seen fit to provide permissive 
pay-roll deductions for their own employees." (Testimony of C. Rufus Rorem, Hearings before the 
Committee on Education and Labor, United States Senate, 79th Congress, 2nd Session on S. 1606, A Bill 
To Provide for a National Health Program (1946) Part 2, p. 966.) 


6/ Mr. Louis H. Pink, the president of the New York City Blue Cross plan, has made a proposal to the 
effect that employers might be required to insure their employees for certain health benefits. In 
the case’ of the low income group the State and local governments would divide the cost with the 
employer; in the case of the middle income group the cost would be divided between the employer and 
the employee -- each paying one-half; in the case of those with higher incomes, the employee would 
bear the whole cost. The employer would be permitted, presumably with the approval of the majority 
of his employees, to take out the insurance with any organization providing the specified benefits. 
Blue Cross plans, medical plans, insurance companies, company medical service programs and other 
types of prepayment plans could all participate. (A Health Plan for the State of New York, Published 
by the Associated Hospital Service of New York, 1946.) 
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APPENDIX A 
LIST OF APPROVED BLUE CROSS PLANS IN THE UNITED 


STATES, JANUARY 1, 1947, 


GIVING ADDRESS OF PLAN 


AND NAME OF EXECUTIVE DIRECTOR 


ALABAMA 


Hospital Service Corporation of Alabama 
2119 First Avenue, North 

Birmingham — 3 

Ed. S. Moore, Manager 


ARIZONA 


Associated Hospital Service of Arizona 
41y Arizona Title Building 

Phoenix 

L. Donald Lau, Executive Director 


CALIFORNIA 


Hospital Service of Southern California 
743 South Grand View Street 

Los Angeles — 5 

Ralph G. walker, Executive Director 


Hospital Service of California 
360 Fourteenth Street 

Oakland — i2 

J. Philo Nelson, Director 


Intercoast Hospitalization Insurance 
ASS. Iie 

peapets" Street 

Sacramento — 14 

Philip A. Stitt, General Manager 


COLORADO 


Colorado Hospital Service 

810 Fourteenth Street 

Denver — 2 ; 
Joseph R. Grant, Executive Director 


CONNECTICUT 


Connecticut Hospital Service, Inc. 
152 Temple Street 

New Haven — 2 

Robert Parnall, General Manager 


DELAWARE 


Group Hospital Service, Inc. 

902 Orange Street 

Wilmington — 99 
Harold V. Maybee, Managing Director 


DISTRICT OF COLUMBIA 


Group Hospitalization, Inc. 
Transportation Building 
Washington —- 6 

E.J. Henryson, Director 


FLORIDA 


Florida Hospital Service Corporation 
P. 0. Box 1798 

Jacksonville - 1 

HA. Schroder, Executive Director 


GEORGIA 


United Hospitals Service Association 
134 Peachtree Street, NW. 

Atlanta - 3 

Code Anderson, Executive Director 
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GEORGIA (Cont inued) 


Hospital Service Association of Savannah 
Realty Building 

Savannah 

H.B. Coolidge, Executive Director 


IDAHO 


Idaho Hospital Service 

205 Jefferson Building 

Boise 

R.T. Jones, Executive Director 


[LLINOIS 


Group Hospital Service of lllinois 
First National Bank Building 

Alton 

Louis Degenhardt, Executive Director 


Blue Cross Plan for AO? oa Care 
1414 South La Salle Stree 


‘Chicago — 90 


Edson P. Lichty, Executive Director Saag 


Associated Hospitals of Danville 

623 Temple Building 

Danville 

John C. Gage, Executive Director a 


Decatur Hospital Service Corporation 
Standard Office Building 

Decatur — 12 7 ; 
Frances A. Walker, Managing Director 


Central !llinois Hospital Service 
Association 

Central National Bank Building 

Peoria — 2 

Paul F. Bourscheidt, Executive Director 


Northern !llinois Hospital Service, Ince 
Gas-Electric Building 

Rockford 

wm. Ne Armstrong, Executive Director 


IND JANA 


Blue Cross Hospital Service 

700 Test Bure 

84 Monument Circle 

Indianapolis 

Guy We Spring, Executive Director 


1 OWA 


Hospital Service, Ince, of lowa 
insurance Exchange Building 

Des Moines — 7 
Fredric P.G. Lattner, Executive Director 


Associated Hospitals Service, Inc. 
522 Trimble Building 

Sioux City — 15 

O.L. Smith Executive Secretary 


KANSAS 


Kansas Hospital Strvice Association, Inc. 
crawford Building 


Topeka ; 
Sam J. Barham, Executive Director 


KENTUCKY 


Ashland Hospital Service Association 
Second National Bank Building 
Ashland 

J.H. Mathewson, Secretary 


Community Hospital Service, Inc. 
Urban Building 
Louisville — 2 
D. Lane Tynes, Executive Director 


LOUISIANA 


Hospital Service Ass'n. of Alexandria 
505 Guaranty Bank Building 

Alexandria - 1 

Wallace E. Franck, Manager 


Hospital Service Ass'n. of Baton Rouge 
305 Reymond Building 

Baton Rouge — 6 

T.B. Bennett, Manager 


Hospital Service Ass'n. of New Orleans 
American Bank Building 

New Orleans — 12 - 

Edward Groner, Manager 


MAINE 


Associated Hospital Service of Maine 
87 Exchange Street 

Portland —- 3 

Paul A. Webb, Executive Director 


MARYLAND 


Associated Hospital Service of Baltimore 
15 East Fayette Street 

Baltimore — 2 

J. Douglas Colman, Executive Director 


MASSACHUSETTS 


Massachusetts Hospital Service, Inc. 
38 Chauncy Street 

Boston — il 

R.F. Cahalane, Executive Director 


MICHIGAN 


Michigan Hospital Service 

Washington Boulevard Building 

Detroit — 26 : 

Wm. S. McNary, Executive Vice President 
and General Manager 


MINNESOTA 


Minnesota Hospital Service Association 
2388 University Avenue 
Arthur M. Calvin, Executive Director 


MISSOURI 


Group Hospital Service, Inc. 

Argyle Building 

Kansas City — 6 

F. Kenneth Helsby, Executive Director 


Group Hospital Service, Inc. 

3617 Olive Street 

St. Louis — 8 

Elmer F. Nester, Executive Director 


MONTANA 


Hospital Service Association of Montana 
411 —413 Power Block 

Helena 

Robert V. Fortune, Executive Director 


NEBRASKA 


Associated Hospital Serviceof Nebraska 
330 City National Bank Building 

Omaha — 2 

JeH. Pfeiffer, Executive Director 


NEW. HAMPSHIRE 


New Hampshire-—Vermont Hospitalization 
89 North Main Street 

Concord 

ReS. Spaulding, Director 


NEW JERSEY 


Hospital Service Plan of New yersey 
31 Clinton Street 

Newark — 2 

Je Albert Durgom, Executive Director 


NEW MEXICO 


Hospital Service, Incorporated 

206 North Tenth Street 

Albuquerque 

Ralph G. George, Executive Director 


NEW YORK : 
Associated Hospital Service of Capital 
Ost rict 
112 State Street 
Albany - 7 


Edward R. Evans, Executive Director 


Hospital Service Corporation of Western 
New York 

888 Delaware Avenue 

Buffalo - 9 

Carl M. Metzger, Executive Director 


Chautauqua Region Hospital Service Corp. 
Wellman Building 

Jamestown 

Robert E. Johnson, Managing Director 


Associated Hospital Service of New York 
370 Lexington Avenue 

New York — 17 

Louis He Pink, President 


Rochester Hospital Service Corporation 
41 Chestnut Street 

Rochester — y 

Sherman,D. Meech, Managing Director 


Group Hospital Service, Inc. 

332 South Warren Avenue 

Syracuse — 2 

J. Campbell Butler, Executive Director 


Hospital Plan, Incorporated 

5 Hopper Street 

Utica } 

Harold C. Stephenson, Managing Director 


Hospital ServiceCorp. of JeffersonCounty 
23 Paddock Arcade 

Watertown 

WeM. Heslop, Managing Director 


NORTH CAROLINA 


Hospital Saving Ass*n. of North Carolina 

Chapel Hill 

Eugene B. Crawford, Executive Vice 
President 


Hospital Care Association, Inc. 

107 Market Street 

Durham 

E.M. Herndon, Executive Vice President 
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PENNSYLVANIA (Cont inued) 


NORTH DAKOTA Associated Hospital Service of 
North Dakota Hospital Service Association Beane et enth street 
poet National Bank Building Philadelphia —- 2 

argo 


Donald Eagles, Executive Director E.A. van Steenwyk, Executive Director 


Hospital Service Association of Pittsburgh 
OHIO Farmers Bank Building 
Pittsburgh — 22 
Akron Hospital Service i i 
Sdendd National eoild ng peeled eae, Vice President and 
Akron — 8 4 


Robert C. Jenkins, Executive Director Hospital Service Ass'n. of Northeastern 


Hospital Service, Ince, of Stark County Pennsylvanla 


Sa Bennett Building 
See SEL TeLne Wilkes-Barre 


R.O. Parker, Director George T. Bell, Jr., Executive Director 


Hospital Care Corporation | RHODE ISLAND 
Taft Road at Woodburn Avenue Hospital Service Corporation of Rhode 
Cincinnati — 6 1sland 
james E. Stuart, Executive Vice President 
, : 31 Canal Street 
Cleveland Hospital Service Association Providence — 3 ; 
1900 Euclid Avenue Stanley H. Saunders, Executive Director 
Cleveland — 15 
John A. McNamara and Michael A. Kelly, TENNESSEE 
Directors Tennessee Hospital Service Association 
Central Hospital Service 306 Ochs Building 
79 East State Street Chattanooga — 2 
Columbus — 15 John Re. Hill, Executive Director 
Ralph W. Jordan, Director Community Hospital Service 
Hospital Service, Inc. : Holston Valley Community Hospital 
4th Floor, Dauch Building Kingsport 
Lima George W. Eutsler, Director 
Paul J. Lynch, Executive Director TEXAS 
Portsmouth Hospital Service Association =~ 
23 National Bank Building Group Hospital Service 
Portsmouth 2022 Bryan Street 
Edward R. Young, Jr., Director Dallas - 1 


: ; pa walter R. McBee, Executive Director 
Hospital Service Association of Toledo ‘ 


441 Huron Street UTAH 

Toledo —- 4 : : ‘ 

James H. Smith, Executive Director Intermountain Hospital Service 

; ; ; 462 Union Pacific Annex 

Associated Hospital Service, Inc. Salt Lake City 

Realty Building D.0. Wight, Executive Director 

Youngstown — 3 ' 

Alfred C. Cook, Executive Director VIRGINIA 

OKLAHOMA Piedmont Hospital Service Association 

: : Peoples National Bank Building 

Group Hospital Service Lynchburg 

Boston Building Francis |. Libby, Manager 


9 5 ‘ : : ; 
10 South Boston Virginia Peninsula Hospital Service 


Tulsa - 3 Ass'n 
N.D. H ildi 
elland, Director Deal Building 
OREGON Newport News 


John B. Locke, President 


Tidewater Hospital Service Association 
269 Bousch Street 


Northwest Hospital Service Plan 
Terminal Sales Building 
Portland — 5 


F j i j Norfolk 

Rey caer scr /EXeCUL Ive Hae aig William R. Lowe, Managing Director 

PENNSYLVANIA | Virginia Hospital Service Association 
Hospital Service Plan of Lehigh Valley ghee Franklin Street 
17 ~=4N : : 
wae Aa M. Haskins Coleman, Jre, Executive 


Allen D. Howland, Assistant Director Director 


Capital H Ce Hospital Service Association of Roanoke 
200 TMD A taal a of Colonial—American Bank Building 


Harrisburg — 11 Roanoke — 8 : 
Clement W. Hunt, Executive Director Leonard 0. Key, Executive Director 
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WASHINGTON 


Washington Hospital Service 
1119 Fourth Avenue 
Seattle - 1 
George Doust, Director 


WEST VIRGINIA 


203 Atlas Building 
Charleston 
John Hart, Manager 


Hospital Service, Incorporated — 


a 
WEST VIRGINIA (Continued) 


apts Ba Hospital Service, Inc. 
P. ox 509 

Huntington 9 
- JH. DER NaWean; Execut ive Director 


WISCONSIN 


Associated Hospital Service, Inc. 
611 North Broadway 

Milwaukee — 2 

Leon Re. Wheeler, Execut ive Secretary 


—— 


STATE AWD PLAN 


CALIFORRIA 
LOS ANGELES PLAN: 


OAKLAND PLAN: 


SACRAMENTO PLAN: 


GEORGIA 
ATLANTA PLAN: 
SAVANNAH PLAN: 


ILLINOIS 
ALTON PLAN: 


CHICAGO PLAN: 
DANVILLE PLAN: 
DECATUR PLAN: 


PEORIA PLAN: 


ROCKFORD PLAN: 


1OWA 
‘DES MOINES PLAN: 


APPENDIX B 


AREAS SERVED BY LOCAL (NON-STATEWIDE) PLANS 


(Data as of Jan. !, 1947) 


AREA SERVED 


Counties of Fresno, Imperial, Inyo, Kern, Kings, Los Angeles, Orange, 
Riverside, San Bernardino, San Diego, San Luis Obispo, Santa Barbara, 
Tulare, and Ventura. 


Count les of Alameda, Contra Costa, Marin, Monterey, San Benito, San 
Francisco, San Mateo, Santa Clara and Santa Cruz. 


Counties of Alpine, Amador, Butte, Calavaras, Colusa, Del Norte, E1 

Dorado, Fresno, Glenn, Humboldt, Inyo, Kern, Kings, Lake, Lassen, 

Mariposa, Mendocino, Merced, Madera, Modoc, Mono, Napa, Nevada, Placer, 
Plumas, Sacramento, San Joaquin, Shasta, Sierra, Siskiyou, Solano, 

Sonoma, Stanislaus, Sutter, Tehama, Trinity, Tulare, Tuolumne, Yolo 
and Yuba; also Washoe county in Nevada. 


9 


Fulton and Dekalb counties, and a 50-mile radius around Atlanta. 


Bryan, Chatham and Effingham counties. : 


‘ 


Counties of Bond, Calhoun, Clay, Christian, Crawford, Effingham, 
Fayette, Greene, Jasper, Jersey, Lawrence, Macoupin, Madison, Mont— 
gomery, Morgan, Richland, Sangamon (except Springfield), and Scott. 


Counties of Cook, Du Page, Kane, Kankakee, Lake, and will. 
Vermilion and Edgar counties. 


Counties of Clark, Coles, Cumberland, DeWitt, Douglas, Macon, Moultrie, 
Piatt, and Shelby. 


Counties of Adams, Brown, Bureau, Cass, Ford, Fulton, Grundy, Han 
cock, Henderson, Henry, Iroquois, Knox, LaSalle, Livingston, Mason, 
Marshall, McDonough, McLean, Menard, Peoria, Pike, Putnam, Schuyler, 
Stark, Tazewell, Warren and Woodford; parts of Logan, Mercer, and 
Rock Island counties. 


Counties of Boone, Carroll, Dekals, Jo Daviess, Lee, McHenry, Ogle, 
Stephenson, Whiteside and Winnebago. Also parts of Rock Island and | 
Mercer Counties. Plan also has branch office in Springfield and 
Champaign-Urbana. Plan enrolls State groups having employees or mem 
bers throughout 1!1linois and enrolls other groups in scattered coun- 
ties throughout the State. 


All of towa east of, but including, counties of Winnebago, Hancock, 
Wright, Hamilton, Greéne, Audubon, Cass, Montgomery, and Fremont. 
Audubon County is also served by the Sioux City plan. 
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STATE AND PLAN 


AREA SERVED 


LL 


1 OWA (Cont inued) 
SIOUX CITY PLAN: 


KANSAS 
TOPEKA PLAN: 


KENTUCKY 
ASHLAND PLAN: 


LOUISVILLE PLAN: 


LOUISIANA 
BATON ROUGE PLAN: 


ALEXANDRIA PLAN: 


NEW ORLEANS PLAN: 


MISSOURI 
KANSAS CITY PLAN: 


ST. LOUIS PLAN: 


NEW YORK 
ALBANY PLAN: 


BUFFALO PLAN: 


JAMESTOWN PLAN: 


Counties of Woodbury, Pottawattamie, Lyons, Osceola, Dickinson, 
Emmet, Kossuth, Sioux, O’Brien, Clay, Palo Alto, Plymouth, Chérokee, 
Buena Vista, Pocahontas, Humboldt, Ida, Sac, Calhoun, Webster, Monona, 
Crawford, Carroll, Harrison, Audubon, Shelby, and Mills. Plan also 
serves parts of South Dakota. 


State of Kansas, except Wyandotte and Johnson counties. 


Counties of Bath, Boyd, Breathitt, Carter, Elliott, Fleming, Floyd. 


. Greenup, Johnson, Knott, Lawrence, Lee, Letcher, Lewis, Magoffin, 


Martin, Mason,Menifee, Morgan, Perry, Pike, Powell, Rowan and Wolfe. 


All of Kentucky west of Mount Sterling in Montgomery county. 


East Baton Rouge, East Feliciana, Livingston, Pointe Coupee, Saint 
Helena, West Baton Rouge, and west Feliciana parishes. 


Parishes of Allen, Avoyelles, Beauregard, Concordia, Calcacieu, Cald— 
well, Cameron, Catahoula, DeSota, Evangeline, Franklin, Grant, Jeffer- 
son Davis, LaSalle, Natchitoches, Rapides, Red River, Sabine, Saint 
Landry, Tensas, Vernon, and Winn. 


Parishes of Acadia, Ascencion, ASsumption, Iberia, Iberville, Jeffer— 
son, Lafayette, La Fourche, Plaquemines, Saint Bernard, Saint Charles, 
Saint James, Saint John the Baptist, Saint Martin, Saint Mary, Orleans, 
Saint Tammany, Tangipahoa, Terre Bonne, Vermilion, and Washington. 


Counties of Andrew, Atchison, Buchanan, Caldwell, Cass, Clay, Clinton, 
Daviess, De Kalb, Gentry, Harrison, Holt, Jackson, Johnson, Lafayette, 
Nordaway, Platte, Ray, andWorth; also Kansas counties of Johnson and 
Wyandotte. 

State of Missouri, except Kansas City area; also 11linois counties 
of Alexander, Clinton, Edwards, Franklin, Gallatin, Hamilton, Hardin, 
Jackson, Jefferson, Johnson, Madison (southern portion), Marion, 
Massac, Monroe, Perry, Pope, Pulaski, Randolph, St. Clair, Saline, 
Union, Wabash, Washington, Wayne, White, and Williamson. 


Albany, Clinton, Columbia, Essex (except around Lake Placid), Fulton, 
Greene, Montgomery, Renesselaer, Earatoga, Schenectady, Scholharle, 
Warren, and Washington counties. 


Allegany, Cattaraugus, Erie, Genesee, Niagara, Orleans, and Wyoming 
counties.’ 


Chautauqua county. 
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NEW YORK (Continued) 
NEW YORK CITY PLAN: 


ROCHESTER PLAN: 
SYRACUSE PLAN: 


' UTICA PLAN: 


WATERTOWN PLAN: 


OHIO 
AKRON PLAN: 


CANTON PLAN: | 
CINCINNATI PLAN: 


CLEVELAND PLAN: 
COLUMBUS PLAN: 


LIMA PLAN: 


PORTSMOUTH PLAN: 
TOLEDO PLAN; 


YOUNGSTOWN PLAN: 


PEMMSYLVANIA 
ALLENTOWN PLAN: 
HARRISBURG PLAN: 


PHILADELPHIA PLAN: 


PITTSBURGH PLAN: 


Greater New York and surrounding territory, including New York, 
Bronx, Kings, Queens, Richmond, Putnam, Dutchess, Columbia, Rockland, 
Orange, Ulster, Greene, Sullivan, Delaware, Nassau, Suffolk, and 
westchester counties. 


Livingston, Monroe, Ontario, Seneca, Yates, Wayne counties. 
Broome, Cayuga, Chemung, Cortland, Madison (western half), Onondaga, 
Schuyler, Steuben, Tioga, and Tompkins counties. 


Counties of Chenango, Delaware (shared with New York), Essex (around 
Lake Placid), Franklin, Hamilton, Herkimer, Lewis, Madison (eastern 
half), Montgomery (west of CanaJoharie), Oneida, Oswego, Oteego, and 
St. Lawrence. 


Jefferson county. 


Ashland, Medina, Portage, Richland, Summit, and Wayne counties; also 
lower third of Huron county. 


Carroll, Harrison, Holmes, Stark, and Tuscarawas counties. 


Adams, Brown, Butler, Clermont, Clark, Clinton, Darke, Greene, Hami1— 
ton, Highland, Miami, Montgomery, Preble, and Warren counties. 


Ashtabula, Cuyahoga, Geauga, Lake, and Lorain counties. 


Athens, Champaign, Coshocton, Crawford, Delaware, Fairfield, Fayette, 
Franklin, Gallia, Guernsey, Hocking, Jackson, Knox, Lawrence, Licking 
Logan, Madison, Marion, Meigs, Morgan, Morrow, Muskingum, Perry, 
Pickaway, Pike, Ross, Union, Vinton, and Wyandot coun’ ies. 
Allen, Auglaize, Hancock, Hardin, Mercer, Putnam, Shelby, and Van 
Wert counties. 

Scioto county. 

Defiance, Erie, Fulton, Henry, Huron (upper two-thirds), Lucas, Ottawa, 
Paulding, Sandusky, Seneca, Williams, and Wood count ies. 

Belmont, Columbiana, Harrison, Jefferson, Mahoning, Monroe, Noble, 
Trumbul1, and Washington counties. 


Lehigh and Northampton counties. 

Adams, Berks, Centre, Columbia, Cumberland, Dauphin, Franklin, Fulton, 
Juniata, Lancaster (smal section), Lebanon, Mifflin, Montour, North— 
unberland, Perry, Schuylkill, Snyder, Union, and York counties. 
Bucks, Lancaster (eastern part) Chester, Delaware, Montgomery, and 
Philadelphia counties. - 


Western Pennsylvania, including Allegheny, Armstrong, Beaver, Bedford, 
Blair, Butler, Cambria, Cameron, Centre (western half), Clarion, 
Clearfield, Crawford, Elk, Erie, Fayette, Forest, Greene, Huntingdon, 
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STATE AND PLAN 


: 


AREA SERVED 


PITTSBURGH PLAN (Cont.) indiana, Jefferson, McKean, Lawrence, Mercer, Potter, Somerset, 


WILKES-BARRE PLAN: 


TENNESSEE 
CHATTANOOGA PLAN: 
KINGSPORT PLAN: 


VIRGINIA 
LYNCHBURG PLAN: 


NEWPORT NEWS PLAN: 


NORFOLK PLAN: 
RICHMOND PLAN: 


ROANOKE PLAN: 


WEST VIRGINIA 
CHARLESTON PLAN: 


HUNTINGTON PLAN: 


Venango, Warren, Washington, and Westmoreland counties. 


Bradford, Carbon, Clinton, Lackawanna, Luzerne, Lycoming, Monroe, 


Pike, Sullivan, Susquehanna, Tioga, Wayne, and wyoming counties. 


State except Kingsport area. 


Scott county in Virginia; parts of Sullivan, Greene, Hawkins and 
Hancock counties in Tennessee, area within radius of approximately 


25 miles. 


Amherst, Appomattox, Bedford (half), and Campbell count ies. 
Elizabeth City, Gloucester, Mathews, Warwick, York counties. 


Norfolk and Princess Anne counties. 


All of Virginia east of but including counties of Highland, Augusta, 
Nelson, Buckingham, Prince Edward, Charlotte and Halifax, except 


‘reas served by Newport News and Norfolk plans. 


Allegheny, Bath, Bedford (western half), Botetourt, Franklin, Henry 


and Rockbridge counties and all counties to the west. 


Boone, Clay, Fayette, Greenbrier, Kanawha, Nicholas, Raleigh, Roane 


and Summers counties. 


Cabell, Jackson, Lincoln, Logan, Mason, Putnam, and Wayne counties. 
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ABALTIMORE, MD. 


APPENDIX D 
CONTRACT PROVISIONS OF BLUE CROSS PLANS 


(Note: See Code and Notes Following Each Table in This Appendix) 


TABLE | 


Types of Contracts Offered and Definition of Accommodations 
December |, I946 
Data from the Blue Cross Commission 


CONTRACT DEFINITION OF ACCOMMODATIONS 
(NUMBER OF BEDS PER ROOM 
OR DOLLAR ROOM ALLOWANCE) 


TYPE OF CONTRACT 


HEADQUARTERS CITY (See Code) 
SEMI— 
PRIVATE | PRIVATE WARD SEMI-PRIVATE WARD 
BIRMINGHAM, ALA. MIN. (P) N.D. 
PHOENIX, ARIZ. 2-4 BEDS 


LOS ANGELES, CAL. 
OAKLAND, CAL. 
SACRAMENTO, CAL. 


DENVER, COLO. 

NEW HAVEN, CONN. 
WILMINGTON, DEL. 
WASHINGTON, D. C. 
JACKSONVILLE, FLA. 


ATLANTA, GA. 
SAVANNAH, GA. 
ROISE, IDAHO 
ML TON, PLL. 

CHECAGO, TUL. 


DANVILLE, ILL. 
DECATUR, ILL. 

PECK VAs 3-2, 
ROCKFORD, ILL. 
INDIANAPOLIS, IND. 


DES MOINES, IA. 
§ FOUX-CLRY 3 EA. 
TOPEKA, KANS. 
ASHLAND, KY. 
LOUISVILLE, KY. 


ALEXANDRIA, LA. 
BATON ROUGE, LA. 
NEW ORLEANS, LA 
PORTLAND, mk. 


3 PLUS BEDS 
3 PLUS 


$5. 00 


pe e E 


MIN. (P) 
MIN. (P) 


2 
2-4 


. ; ae 
es 


x «Kx KX xX xX 


bes ate al ae 
MM XS) 3S. 3S" OS 
ee 


$4.00 
$3.50 (S=P) 
5 PLUS 


BOSTON, MASS. 
DETROIT, MICH. 
ST. PAUL, MINN. 
KANSAS CITY, MO. 
ST. LOUIS, MO. 


HELENA, MONT. 
OMAHA, NER. 

CONCORD, NH. 
NEWARK, Ned. 
ALBUQUERQUE, N.M. 


ALBANY, N.Y. 
BUFFALO, N.Y. 
AMESTOWN, N.Y. 


: 
oie 
x <x x < 


> ee et ee Ae 3 Mo GR Oe 
a 


x <x < xX x 
Page 


NEW YORK, N.Y. RBs 
ROCHESTER, N.Y. 
age FE TYPE COVERED 
Pp PRIVATE W WARD MIN. MINIMUM RATE ROOM OF THE COVERE 
S=P SEMI-PRIVATE N.0. NOT DEFINED iN THE SUBSCRIBER'S CONTRACT. 
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TYPE OF CONTRACT 


HEADQUARTERS CITY 


SYRACUSE, N.Y. 


FARGO, N.D. 
AKRON, OH10 
OH10 


CLEVELAND, OHIO 


COLUMBUS, OHIO 
LIMA, OHIO 
PORTSMOUTH, OHIO 
TOLEDO, OHIO 

YOUNGSTOWN, OHIO 


TULSA, OKLAHOMA 
PORTLAND, OREGON 
ALLENTOWN, PA. 
HARRISBURG, PA. 
PHILADELPHIA, PA. 


PITTSBURGH, PA. 
WILKES=BARRE, PA. 
PROVIDENCE, R.|I. 
CHATTANOOGA, TENN. 
KINGSPORT, TENN. 


DALLAS, TEXAS 
SALT LAKE CITY, UTAH 
LYNCHBURG, VA, 
NEWPORT NEWS, VA. 
NORFOLK, VA. 


RICHMOND, VA. 
ROANOKE, VA. 
SEATTLE, WASH. 

CHARLESTON, W. VA. 
HUNTINGTON, W. VA. 


MILWAUKEE, WIS. 
SAN JUAN, P.R. 
|VANCOUVER, BRIT. COL. 
WINNIPEG, MANITOBA 
‘|MONCTON, NEW BRUN. 


TORONTO, ONTARIO 
MONTREAL, QUEBEC 


CODE: > 
S=-P 


SEMI-PRIVATE N.D. NOT DEFINED 
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APPENDIX D - 1 (Continued) 


CONTRACT DEFINITION OF ACCOMMODATIONS 
(NUMBER OF BEDS PER ROOM 
OR DOLLAR ROOM ALLOWANCE) 


MINIMUM RATE ROOM OF THE TYPE 
IN THE SUBSCRIBER'S CONTRACT. 


PRIVATE W ° WARD MIN. 


APPENDIX D 
TABLE 2 
GROUP SUBSCRIPTION RATES- MONTHLY 


As Reported to the Blue Cross Commission, December |, 1946 


ONE TWO ONE TWO 
PERSON PERSON FAMILY PERSON PERSON FAMILY 


HEADQUARTERS 
CITY 


BIRMINGHAM, ALA.* 
PHOENIX, ARIZ. 
LOS ANGELES, CAL,.*(2) 
OAKLAND, CAL.*(7) 
SACRAMENTO, CAL.* (1) 


DENVER, COLO. 
NEW HAVEN, CONN, 
WILMINGTON, DEL.* 
WASHINGTON, DO. C. (1) 
JACKSONVILLE, FLA. 


ATLANTA, GA- 1-75 
SAVANNAH, GA. 1.85SP 
BOISE, THAHO 2.50 


ALTON, ILL. (1) 
CHICAGO, ILL. 


DANVILLE, ILL. 
DECATUR, tLL. 
PEORIA, ILL. 
ROCKFORD, ILL. 
INDIANAPOLIS, IND. 


DES MOINES, IA. 
S10UX CITY, IA. 
TOPEKA, KANS. 

ASHLAND, KY. (1) 
LOUISVILLE, KY. 


ALEXANDRIA, LA. 
BATON ROUGE, LA. 
NEW ORLEANS, LA. 
PORTLAND, ME.* 
BALTIMORE, MD. 


BOSTON, MASS.* 
DETROIT, MICH. 
ST. PAUL, MINN. 
KANSAS CITY, MO. (1) 
STs LOUIS, MO, * 


HELENA, MONT. (1) 
OMAHA, NEB. (1) 
CONCORD, N.H. 
NEWARK, N.J. 
ALBUQUERQUE, 


ALBANY, N.Y.* 
BUFFALO, N.Y. 
JAMESTOWN, N.Y. 

NEW YORK, N.Y. , 
ROCHESTER, N.Y. 


SYRACUSE, N.Y. 
OTIGA aN <¥ 
WATERTOWN, N.Y. 
CHAPEL HI UL. NiC.*, 
DURHAM, N.C.* 


FARGO, N.O. 
AKRON, OHIO 
CANTON, OHIO 
CINCINNATI, OHIO 
CLEVELAND, OHIO 


(2) 


N.M. 


58 
-60 
SEE NOTE 
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HEADQUARTERS 
CLEY 


COLUMBUS, OHIO 
LIMA, OHIO 
PORTSMOUTH, OHIO 
TOLEDO, OHIO 


YOUNGSTOWN, OHIO 


TULSA, OKLAHOMA 
PORTLAND, OREGON 
ALLENTOWN, PA. 
HARRISBURG, PA. 
PHILADELPHIA, PA.* 


PITTSBURGH, PA. 
WILKES-BARRE, PA. 
PROVIDENCE, R.1.* 
CHATTANOOGA, TENN. 
KINGSPORT, TENN. 


DALLAS, TEXAS (1) 
SALT LAKE CITY, UTAH 
LYNCHBURG, VA.*(1) — 
NEWPORT NEWS, VA. (1) 
NORFOLK, VA.* 


RICHMOND, VA. (1) 
ROANOKE, VA. (1) 
- SEATTLE, WASH.* 

CHARLESTON, W. VA-~ (1) 
HUNTINGTON, W. VA. 


MILWAUKEE, WIS. 
SAN JUAN, P.R. 
VANCOUVER, BRIT. COL. 
WINNIPEG, MANITOBA 
MONCTON, NEW BRUN.* 


TORONTO, ONTARIO 
MONTREAL, QUEBEC 


i) 


(1) $1.00 enrollment fee. 
(2) $ .50 enrollment fee. 
* Refer to note below. 


BIRMINGHAM, ALA.: 
LOS ANGELES, CAL.: 
OAKLAND, CAL.: 

SACRAMENTO, CAL.: 
WILMINGTON, DEL.: 


P — Private; SP - Semi-Private; W - Ward; M— Male; F — Female. 


APPENDIX D- 2 (Continued) 


TWO ONE TWO 
PERSON FAMILY PERSON PERSON 


SEMI-PRIVATE 


ONE 
PERSON 


FAMILY 


NOTES 


Subscriber and all dependent children: P $1.30, WS .90. 


One-person female $1.25. 
One-person female $1.25. 
Rate includes one child only, $ .45 for each addational child. 


Female subscriber and child(ren) $1.50. 
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APPENDIX D- 2 (Continued) 


PORTLAND, ME.: Payroll deduct ion groups of 200 or more representing 75% participa- 
tion are granted a discount of 20¢ per contract per month from basic 
semi-private rates. 


BOSTON, MASS.: Rates, shown are for "comprehensive" contract. Standard contract also 
of fered: one-person $ .85, two-person $1.65, family $2.00. See 
"duration of service" for contract benefits. 


CHAPEL HILL, N.C. Semi-private rates shown provide for $4.00 room. Contract providing 
for $5.00 room available at $1.15 - $2.30 - $2.60. 


DURHAM, N.C.: Comprehensive certificate sold with daily bed and board allowance of 
lgeviana aaa or $6.00. Rates determined by type of coverage 
selected. 


ALLENTOWN, PA.: 


Husband and wife contract with maternity benefits $2.00. 


PROVIDENCE, R.1.: "Comprehensive" contract offered at $1.50 per family with special 
: benefits under special conditions. 


LYNCHBURG, VA.: Husband, wife and child: P $1.85, W $1.20. Enrollment fee on pri- 
vate-room contract. 


NEWPORT NEWS, VA.: Husband, wife and one child $1.75. 


NORFOLK, VA.: ORGANIZED GROUP RATES —- ANNUAL 


EMPL. SUB. 4TH DEP. 


5TH DEP. 


1ST DEP. 2ND -DEP.. - “3RO-DEP: 


WARD $ 10.00 $ 6.00 $ 5.00. $ 4.00 $ 3.00 $ 2.00 
PRIVATE 12.00 10.00 7.00 5.00 ~ 4.00 3.00 


FAMILY RATES - ANNUAL 


WARD $ 10.00 $ 8.00 $ 5.00 $ 4.00 $ 3.00 -- 
PRIVATE 12.00 12.00 ‘7.00 5.00 4.00 - 


Additional dependents no additional charge. 


SEATTLE, WASH.: One—person female $1.35, children $1.00. 
HUNTINGTON, W.VA.: Enrollment fee in groups under 100 persons. 
MONCTON, NEW BRUN.: (Includes Prince Edward Island, Nova Scotia and New Brunswick) | 


Changes in subscription rates scheduled for January 1, 1947. 
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BIRMINGHAM, ALA. 
PHOENIX, ARIZ. 
LOS ANGELES, CAL. 
OAKLAND, CAL. 
SACRAMENTO, CAL. 


DENVER, COLO. 
NEW HAVEN, CONN. 
WILMINGTON, DEL. 


JACKSONVILLE, 


ATLANTA, GA. 
SAVANNAH, GA. 
BOISE, IDAHO 
ALTON, ILL. 

CHICAGO, ILL. 


DANVILLE, ILL. 
DECATUR, ILL. 
PEORIA, ILL. 

ROCKFORD, ILL. 
INDIANAPOLIS, 


DES MOINES, IAs 
SIOUX CITY, IA. 
TOPEKA, KANS. 
ASHLAND, KY. 
LOUISVILLE, KY. 


ALEXANDRIA, LA. 
BATON ROUGE, LA. 
NEW ORLEANS, LA. 
PORTLAND, MAINE 
BALTIMORE, MD. 


BOSTON, MASS. — 
DETROIT, MICH. 
ST. PAUL, MINN. 
KANSAS CITY, MO. 
ST. LOUIS, MO. 


HELENA, MONT. 
OMAHA, NEBR. 
CONCORD, W. H. 
NEWARK, N. Ue 


ALBANY, N. 
BUFFALO, WN. Y. 
JAMESTOWN, N. Y. 
NEW YORK, NW. 
ROCHESTER, 


SYRACUSE N. Y- 
UTICA, N. Y. 
WATERTOWN, N. Y. 
CHAPEL HILL, N. 


“Contract benefits for maternity, nervous and mental, 


HEADQUARTERS CITY 


DIST. OF COLUMBIA 
FLA. 


INO. 


ALBUQUERQUE, WN. M. 


C. 


APPENDIX D 


TABLE 3 


Duration of Service for Contract Benefits For 


Medical and Surgical Cases” 
(Per Year, Unless Otherwise Specified) 


DAYS OF FULL SERVICE 
22 


FIRST 
25 
(PER ILLNESS) 


(PER ILLMESS) 
7p EY. 


120 (PER ADMISSION) 
30 (PER ADMISSION) 


(PER 'LLNESS) 


in Tables 5 and 6. 
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THEREAFTER 


-0- 


ADDITIONAL DAYS-DISCOURT 


90-50% 
180-50% 
180-50% 
-O0- 


50-50%. 


90-$3.00 


150-$2.50 
WO LimiT-10% 
90-25% 


DURATION OF ILLNESS-$1.00 


30-25% 


-O0- 
180-33 1/3% 
90-50% 


90-50% 


0= 
30-50% 
100-50% 


60-$2.00 


-O- 


90-50% 
90-50% 


180-$1.50 
180-33 1/3% 


180-50% 
90-$3.00 


60=$1.50 
60-50% 


—— 


As Reported to the Blue Cross Commission, December |, 1946 


tuberculosis, and quarantisable cases are show: 


APPENDIX D - 3 (Continued) 


DAYS OF FULL SERVICE 


HEADQUARTERS CITY ADDITIONAL DAYS—DISCOUNT 


DURHAM, WN. C. 
FARGO, WN. DAK. 
AKRON, OHIO 
CANTON, OHIO 

; CINCINNATI, OHIO 


CLEVELAND, OHIO 
COLUMBUS, OHIO 


90-w-$3.00, sp $3.50 
-0O- 


LIMA, OH10 say 
PORTSMOUTH, OHIO 21 31 31 90-5 OF 
-O-— 


TOLEDO, OHIO 21 31 31 


YOUNGSTOWN, OHIO 21 21 31 ae 
TULSA, OKLA- 30 30 30 150-33 1/3% 
PORTLAND, ORE. 21 vie haa 2i 90-504 
ALLENTOWN, PA. 21 24 NOTE 49-$1.50 
HARRISBURG, PA. 21 25 31 90-50% 
PHILADELPHIA, PA. éL 24 


PITTSBURGH, PA. 21 21 

WILKES-BARRE, PA. yaa 25 

PROVIDENCE, R. |. 62 62 

CHATTANOOGA, TENN. 21 30 

KINGSPORT, TENN. 21 24 21 TO 46-33 1/3% 
DALLAS, TEXAS 30 30 90-50% 

SALT LAKE CITY, UTAH 21 a1 =6= 
LYNCHBURG, VA. 21 21 NOT REPORTED 
NEWPORT WEWS, VA. 25 25 -o- 

NORFOLK, VA. . 21 25 NOTE -25% 
RICHMOND, VA. 30 . Pe \ 
ROANOKE, VA. 21 

SEATTLE, WASH. 21 41 180-5 0% 
“CHARLESTON, W. VA. 42 42 =Ou 
HUNTINGTON, W. VA. aa ae 
MILWAUKEE, WISC. 

SAN JUAN, P. R. 21 ae 
VANCOUVER. BRIT. COL. Te ydk os 


WINNIPEG. MANITOBA 


MONCTON, NEW BRUN. 
TORONTO, ONTARIO 
MONTREAL, QUEBEC 


'*Contract Benefits for materaity, nervous and meatal, tubercylosis, and quaraatisable cases 
as shown in Tables & and &. ha 


NOTES 
‘We WARD: S=P-BEMI-PRIVATE 
/ BIRMINGHAM, ALA. One additional day each year thru sixth year, 26days per year thereafter. 
: 1 
i t days not applicable to nervous and mental. Nervous and menta 
PHOENIX, ARIZ. vaca raquiar full benefit days but only in member hospitals. 


SACRAMENTO, CAL 28 Days third year, 7 additional days each year to maximum of 40, per 


illness. 
WASHINGTOM, D. C. _ 30 Days plus 6 months at 50% if no care used previous year. 
Fai aithait: GA. Discount only during and after third year of membership. 
ALTON, ILL. Discount to subscriber only. 
ROCKFORD, ILL. 27 days third year and 30 days thereafter. 
SIOUX CITY, JA. 27 days third year and 30 days thereafter. | 


261 


a 


| 
i} 
i 


TOPEKA, KANS. 


LASHLAND, KY- 


PORTLAND, ME. 


BOSTON MASS. 


KANSAS CITY, MO. 
ST. LOUIS, MO. 
OMAHA, NEB.: 
BUFFALO, N. Y- 
UTICA, Ne Yeo. 
WATERTOWN, N. Y- 


FARGO, N. DAK. 


AKRON, OHIO 
TULSA, OKLA. 


ALLENTOWN, PA. 
PHILADELPHIA, PA. 
PITTSBURGH, PA. 


WILKES~BARRE, PA. 


PROVIDENCE, R. |. 
KINGSPORT, TENN. 


LYNCHBURG, VA. 
NORFOLK, VA. 


RICHMOND, VA. 


ROANOKE, VA. 


TORONTO, ONTARIO 


CHAPEL HILL, N. C- 


HUNTINGTON, W. VA. 
VANCOUVER, 8. COL. 
WINNIPEG, MANITOBA 


MONCTON, W. BRUNS. 


APPENDIX D - 3 (Continued) 
CO ee 
21 days per year to participants 65 and over. 


25% discount for remainder of contract year. 


No benefit for 7 days between regular and extended periods. Currently 
of no effect due to “service dividend". 


Service shown is for “comprehensive" contract. "Standard" contract 
provides 30 full days plus 90 days at 50% discount. 


Discount period for subscribers and sponsored members only. 

Discount period for subscribers and sponsored members only. 

25% discount for family members. 

Discount period remainder of contract year. 

y2 days first year for fracture cases. 

Discount period in member hospitals only. 

Discount period applies only to room charge. 

"comprehensive" contract provides benefit for each separate illness, 
*ward" contract provides 30 days per “year. 


1f no care used previous year, subscriber receives 9 additional days 
each year up to total of 35 days in third year. 


Benefits apply to each calendar year. 


Discount allowed on basis of private room allowance of $4.50. Discount 
period provided only to subscribers. 


27 days third year, 30 days fourth year and thereafter. 
27 days third year, 30 days fourth year and thereafter. 


Discount period does not include charges for: operating room, anesthe- 
sia, laboratory or x-ray. Discount period provided after one year’s mem 
bership. | 


Benefits shown are for semi-private accommodations. ward accommodat ions 
provide 21 days first year, 24 days second year, 27 days third year, 31 
days fourth year and thereafter. No discount period provided in ward 
accommodat ions. 3 


pater chaps: contract provides 150 full benefit days but no discount 
period. 


27 days third year, 30 days fourth year and thereafter. Discount bene- 
fits provided up to $150 per person per year. 


31 days third year andeach year thereafter if no care used previous year. 


25 days third year, 30 days fourth year and thereafter. Discount bene- 
fits for duration of illness in member hospitals. 

after the first year 35 days and 5 admissions for any one condition. 
after first year asmany 3§ day stays as needed for different conditions. 
Discount period in member hospitals only and only as a continuation of 2 
35 day stay- No discount period first year. 


26 days third year, 30 days fourth year, 35 days fifth year and there- 
after: discount period same as full benefit days; ward discount $2.50, 
semi-private $3.50. 


Discount period provides all listed benefits except room and board. 
Additional 60 days in event of bone fracture. 


Benefits shown are for "low cost contract". “Semi-private" contract 
provides 21 days first year, 28 days second year, 31 days third year and 
thereafter. 


Longer term of service contemplated beginning January 1, 1947 Includes: 
Prince Edward Island, Nova Scotia and New Brunswick. 


yi days third year, 46 days fourth year, 51 days fifth year and there- 


after. 
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APPENDIX D 
TABLE 5 


CONTRACT BENEFITS FOR MATERNITY CASES* 


(Per Year Unless Otherwise Specitied) 
As Reported to the Blue Cross Commission, December |, 1946 


BEWEFITS AVAILABLE IN 


HEADQUARTERS DAYS OF FULL WAITING - 
CITY BENEFIT PERIOD 1—-PERSON 2—-PERSON FAMILY 
(MONTHS) CONTRACT | CONTRACT 


(NOTE) 


BIRMINGHAM, ALA. 
PHOENIX, ARIZ. 
LOS ANGELES, CAL. 
OAKLAND, CAL. 
SACRAMENTO, CAL. 


DENVER, COLO. 
NEW HAVEN, CONN. 
WILMINGTON, DEL. 
DIST. OF COLUMBIA 
JACKSONVILLE, FLA. 


ATLANTA, GAe 
SAVANNAH, GA. 
BOISE, IDAHO 
ALTON, tLL. 

CHICAGO, ILL. 


DANVILLE, ILL. 
DECATUR, ILL. 
PEORIA, ILL. 
ROCKFORD, ILL. 
INDIANAPOLIS, IND. 


DES MOINES, IA. 
SIOUX CITY, IA« 
TOPEKA, KANS. 
ASHLAND, KY. 
LOUISVILLE, KY. 


ALEXANDRIA, LA.~ 
BATON ROUGE, LA. 
NEW ORLEANS, LA. 
PORTLAND, MAINE 
BALTIMORE, MD. 


BOSTON, MASS. 
DETROIT, MICH. 

ST. PAUL, MINN. 
KANSAS CITY, MO. 
ST. LOUIS, MO. 


HELENA, MONT. 
OMAHA, NEBR. 
CONCORD, WN. H. 
NEWARK, Ne de 
ALBUQUERQUE, Ne. Me 


ALBANY, N. Y. 
BUFFALO, WN. Y. 
JAMESTOWN, Ne Y. 
NEW YORK, WN. Y. 
ROCHESTER, N. Y. 


SYRACUSE, N. Y- 
UTICA, Ne Yeo 
WATERTOWN, N. Y. 
CHAPEL HILL, N. C. 
DURHAM, Ne C. 


ALLOW, 
10 (NOTE) 


$65 ALLOW. (NOTE) 
10 (NOTE) 


(NOTE) 


(NOTE) 


(NOTE) 


(NOTE) 
(NOTE) 


(NOTE) 
(NOTE) 


(NOTE) 


(NOTE) 


21 (NOTE) 
10 (NOTE) 
(NOTE) 


(NOTE) 
(NOTE) 


30 (NOTE) 
10 (NOTE) 


“Benefits here listed refer to "normal" delivery of maternity cases. Many plaas proviae the same bene- 
fits as for medical and surgical cases where Surgery or "complications" are involved, 
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APPENDIX D- 5 (Continued) 


BENEFITS 


AVAILABLE 


HEADQUARTERS DAYS OF FULL STNG 
CITY BENEFIT PERIOD 1-PERSON FAMILY 2-PERSON 
(MONTHS) CONTRACT CONTRACT CONTRACT 


FARGO, N. DAK. (NOTE) 10 , 
AKRON, OHIO 9 X 
CANTON, OHIO 12 

CINCINNATI, OHIO 9 x 
CLEVELAND, OHIO (NOTE) 12 X 
COLUMBUS, OHIO 10 X 
LIMA, OHIO 10 j 
PORTSMOUTH, OHIO 21 (NOTE) 9 x 
TOLEDO, OHIO 21 (NOTE) 12 

YOUNGSTOWN, OHIO (NOTE) 10 X 


TULSA, OKLA. 
PORTLAND, ORE. 
ALLENTOWN, PA. 
HARRISBURG, PA. 
PHILADELPHIA, PA. 


PITTSBURGH, PA. 
WILKES-BARRE, PA. 
PROVIDENCE, R. I. 
CHATTANOOGA, TENN. 
KINGSPORT, TENN. 


DALLAS, TEXAS 
Saute CAKE, ClTY; Us 
LYNCHBURG, VA. 

NEWPORT NEWS, VA. 
NORFOLK) VA. 


RICHMOND, VA. 
ROANOKE, VA. 
SEATTLE, WASH. 
CHARLESTON, W. VA. 
HUNTINGTON, W.VA. 


MILWAUKEE, WIS. 


(NOTE) 


(NOTE) 


(NOTE) 


~< 


(NOTE) 


~< &< 


(NOTE) 


SAN JUAN, P. R. 21 (NOTE) 
VANCOUVER, B. C. 10 
WINNIPEG, MAN. 10 


(NOTE) 


— 
é 
>< >) OK OK OK KCK OK KKK OK KKK KKK KKK KEK KKK KOK OKO KO 


MONCTON, NEW BRUN. 


e~ 


TORONTO, ONTARIO (NOTE) 
MONTREAL, QUEBEC (NOTE) 
NOTES 
BIRMINGHAM, ALA. 14 days for Caesarian. 
OAKLAND, CAL. Allows $5.00 per day. 
NEW HAVEN, CONN. Allowance of $65.00. for childbirth, normal or otherwise is counted as 8 
days care. 

WILMINGTON, DEL. ward allowance $4.00 per day; semi-private allowance $5.50 per day. 
CHICAGO, ILL. Additional 90 days at 50% discount. 
PEORIA, ILL. Additional 90 days at 50% discount. 
ALEXANDRIA, LA. 10 days for Caesarian. 
PORTLAND, ME. 21 days Caesarian. 
BALTIMORE, MD. Allows $5.00 per day. 
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BOSTON, MASS. 


DETROIT, MICH. 
OMAHA, NEB. 


ALBANY, N. Y- 
JAMESTOWN, N. Y. 
NEW YORK, N. Y. 


ROCHESTER, N. Y.- 
SYRACUSE, N. Y- 
UTICA, N. Y- 


CHAPEL HILL, N. C. 


DURHAM, N. C. 
FARGO, N. D. 
CLEVELAND, 0. 
PORTSMOUTH, 0. 


TOLEDO, 0. 
YOUNGSTOWN, 0. 
HARRISBURG, PA. 


WILKES-BARRE, PA. 


PROVIDENCE, R. |. 
KINGSPORT, TENN. 


SEATTLE, WASH. 
MILWAUKEE, WIS. 
SAN JUAN, P. R.- 
MONCTON, N. B. 


TORONTO, ONTARIO 
MONTREAL, QUEBEC 


APPENDIX D- 5 (Continued) 


NOTES 


Benefits shown are for “comprehensive” contract and are provided for 
each admission. "Standard" contract provides 30 days at 50% di scount 
plus an additional 90 days at 25% discount per admission, the waiting 
period is six months and benefits are provided on two-person and family 
contracts. 

additional 90 days at 50% discount. 


Additional 120 days at 50% discount. subscriber pays $1.00 per day for 


maternity care. 

Allows $6.00 per day. 

Allows $4.00 per day. 

ward allowance $4.00 per day; semi-private allowance $6.00 per day. Al- 
lows 21 fill days plus 180 days at 50% discount for caesarian, miscar- 
riage and abortion. 

Allows $6.00 per day- 

Allows $3.50 per day. 

Allows $4.00 per day. 

Benefits are for "comprehensive" contract. 

Benefits are for "comprehensive" contract. 

Additional 10 days at 50% discount. 

Additional 90 days at 50% discount. 


31 days second year and thereafter. Additional 90 days provided at 50% 


discount. 
31 days second year and thereafter. 
21 days second year, 31 days third year. 


25 days second year, 30 days third year and thereafter. Additional 90 
days at 50% discount. 


25 days second year, 30 days third year and thereafter. Additional 90 


days at 50% discount. 
7 month waiting period for "standard" and "direct payment" contract. 


24 days second year, 2 days third year, 27 days fourth year, 30 days 
fifth year and thereafter. 


Allows $8.50 per day. 
10 days at 50% discount. 
Additional 69 days at 25% discount. 


12 days at 50% discount. Includes Prince Edward tsland, Nova Scotia and 


New BrunswiCk. 
12 days at 50% discount. 


21 days first year, 31 days second year and thereafter, all benefits at 
50% discount. 
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APPENDIX D 


TABLE 6 


CONTRACT BENEFITS FOR NERVOUS AND MENTAL, TUBERCULOSIS AND QUARANTINABLE CASES 


(As reported t 


BIRMINGHAM, ALA, 
PHOENIX, ARIZ. 
LOS ANGELES, CAL. 
OAKLAND, CAL.- 
SACRAMENTO, CAL. 


DENVER, COLO. 

NEW HAVEN, CONN. 
WILMINGTON, DEL. 
DIST. OF COLUMBIA 


JACKSONVILLE, FLA. 


ATLANTA, GA. 
SAVANNAH, GA. 
BOISE, IDAHO 
ALTON, ILL. 

CHICAGO, ILL. 


DANVILLE, ILL. 
DECATUR, ILL. 
PEORIA, ILL. 
ROCKFORD, ILL. 
INDIANAPOLIS, IND. 


DES MOINES, IA. 
S!OUX CITY, IA. 
TOPEKA, KANS. 
ASHLAND, KY. 
LOUISVILLE, KY. 


ALEXANDRIA, LA. 
BATON ROUGE, LA. 
NEW ORLEANS, LA. 
PORTLAND, ME. 
BALTIMORE, MO. 


BOSTON, MASS. 
DETROIT, MICH. 
ST. PAUL, MINN. 
KANSAS CITY, MO. 
ST. LOUIS, MO. 


HELENA, MONT. 
OMAHA, NEBR. 

CONCORD, N. He 
NEWARK, N. J. 


ALBUQUERQUE, N. M. 


ALBANY, WN. Y- 
BUFFALO, N. Y. 
UAMESTOWN, N. Y. 
NEW YORK, N. Y. 
ROCHESTER, N. Y« 


SYRACUSE, N. Y. 
UTICA, N.Y. 
WATERTOWN, N. Y. 


CHAPEL HILL, WN. C. 


DURHAM, WN. C. 


HEADQUARTERS CITY 


(PER YEAR UNLESS OTHERWISE SPECIFIED) 
o the Blue Cross Commission, December 1, 1946) 


DAYS OF SERVICE 


NERVOUS & MENTAL TUBERCULOSIS 


ADD*L DAYS 
DISCOUNT 


180 - 504 
-Oo- 
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BENEFITS 
1ST YR. 


ADD’L DAYS 
DISCOUNT 


50% 


90 to$}3. 63 


BENEFITS 
1ST YR. 


QUARANTINABLE 


ADD*’L DAYS 
DISCOUNT 


=O= 

90 - 50% 
180 - 50% 
180 - 504% 


90 - 504% 
90 ces $3. 00 
-0O=- ‘ 


90 to$3.63 
90 - 504 


FARGO, N. OD. 
AKRON, OHIO 
CANTON, OHIO 
CINCINNATI, OHIO 
CLEVELAND, OHIO 


OHIO 


COLUMBUS, 
LIMA, OHIO 
PORTSMOUTH, OHIO 
TOLEDO, OHIO 
YQUNGSTOWN, OHIO 


TULSA, OKLA. 
PORTLAND, ORE. 
ALLENTOWN, PA. 
HARRISBURG, PA. 
PHILADELPHIA, PA. 


PITTSBURGH, PA. 
WILKES-BARRE, PA. 
PROVIDENCE, R. I. 
CHATTANOOGA, TENN. 
KINGSPORT, TENN. 


DALLAS, TEXAS 
SALT LAKE CITY, U. 
LYNCHBURG, VA. 
NEWPORT NEWS, VA. 
NORFOLK, VA. 


RICHMOND, VA. 
ROANOKE, VA. 
SEATTLE, WASH. 

CHARLESTON, W. VA. 
HUNTINGTON, W. VA. 


MILWAUKEE, WIS. 
SAN JUAN, P. R.- 
VANCOUVER, B- C- 
WINNIPEG, MANITOBA 


TORONTO, ONTARIO 
MONTREAL, QUEBEC 


UD 


PHOENIX, ARIZONA 


OAKLAND, CAL. 
SACRAMENTO, CAL. 


NEW HAVEN, CONN. 


JACKSONVILLE, FLA. 


HEADQUARTERS CITY 


MONCTON, NEW BRUN. 
——— 


APPENDIX D- 6 (Continued) 


NERVOUS & MENTAL 


BENEFITS | ADD*L DAYS 
DISCOUNT 


DAYS OF SERVICE 


TUBERCULOSIS 


BENEFITS | ADD*L DAYS 
1ST YR. DISCOUNT 


QUARANTINABLE 


BENEFITS | ADD'L DAYS 
DISCOUNT 


-O- 
90%~ 50% 
-Oo- 


90 - 50% 


-O- 
90 - 50% 
90 -$3.00 

-O- 

90 — 50% 


Until Diagnosed. 

Nervous and mental: 25 days second year, 30 days third year and there- 
after. Tuberculosis: 25 days second year, 30 days third year, and 
thereafter, member hospitals only. Quarantinable: 25 dayssecond year, 
30 days third year and thereafter. Allows $3.00 day on communicable. 
Tuberculosis: Until diagnosed up to 21 days. 


Quarant inable: Allows 7 days more each year to a maximum of 49 days 
sixth year and thereafter. 


Nervous and mental, Tuberculosis: IN general hospitals only. Quaran- 
tinable: No coverage for children under age 19 except in cases where 
the Plan is satisfied that care IS strictly necessary. 


Nervous and Mental, Tuberculosis: 31 days in sanitarium. 
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APPENDIX D - 6 (Continued) 


NOTES 


SAVANNAH, GA. Nervous and Mental, Quarantinable: 25 days second year 30 days third 


year and thereafter. 


ALTON, ILLe ; Tuberculosis: OF up to $90.00 in private or governmental sanitaria. 


ROCKFORD, iLL. Tuberculosis, Quarantinable: 24 days second year, 27 days third year 
30 days fourth year, and thereafter. : 4 é 


DES MOINES, HA. 25 days second year, 30 days third year and thereafter; applies to all 


types of illness here listed. 


LOUISVILLE, KY. Nervous and Mental, Tuberculosis: For initial period only. Coverage for 
all three classes provided only in member hospitals. 


PORTLAND, ME. All classes: Contractually no benefit after diagnosis: "conditional" 
service dividend allows up to 21 days general hospital care after 6 
months membership. 


BOSTON, MASS. All classes: Benefits shown are per admission on "comprehensive" con- 
tract. ; 


ST. PAUL, MINNe Quarantinable: Allows $3.00 per day for 120 days. 
ST. LOUIS, MO. Tuberculosis: Or up to $90.00 in private or governmental sanitaria. 
ALBANY, N.Y. Quarantinable: 42 days second year, 60 days thereafter. 

NEW YORK, N.Y. All classes: contractually, no benefits; in practice, limited benefits; 
nervous and mental — shock therapy; tuberculosis — surgical procedures 
only; quarantinable — adult subscribers only. 

SYRACUSE, N.Y. Quarant inable: 42 days second year, 60 days thereafter. 


UTICA, N.Y. Quarantinable: 25 days per year thereafter. 


CHAPEL HILL, N.C. Benefits shown are for "comprehensive" coverage. 


DURHAM, N.C. Tuberculosis; in general hospitals. Benefits shown are provided on 
"comprehensive" contract. 


FARGO, N.D. Quarantinable: If no care used previous year. Subscriber receives 7| 
additional days each year up to total of 35 days In third year. 


CINCINNATI, OHIO All classes: 30 days second year and thereafter. 
PORTSMOUTH, OHIO All classes: 31 days second year and thereafter. 


TOLEDO, OHIO 7 Tuberculosis: 31 days for life of contract after new contract has been 
in effect 12 months. Quarantinable: 31 days second year and thereafter. | 


ALLENTOWN, PA. Nervous and mental, quarantinable: 2&4 days second year, 27 days third) 
year, 30 days fourth year and thereafter. Tuberculosis: surgical only. 


HARRISBURG, PA.- ~All classes: 25 days second year, 30 days third year and thereafter. 
PHILADELPHIA, PA. In non-member, contagious disease hospital: $4.00 per day for 21 days. 
WILKES-BARRE, PA. All classes: 25 days second year, 30 days third year and thereafter. 


FR fits shown are for "comprehensive" contract. "Standard" and "direct" 
idl suena contracts provide 31 full days for each of the three types of 


cases and no discount period. 


5 ; berculosis: 24 days second year, 27 days third year, 30 days fourth 
KINGSPORT, TENN aan and thereafter — for diagnosis and special surgical procedures. 


| ervous and mental, tuberculosis; until diagnosed up to 10 days. 
Raia ouarant (neble only if admitted to a member hospital. 
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RICHMOND, 


VA. 


ROANOKE, VA. 


MILWAUKEE, WIS. 
TORONTO, ONTARIO 


MONCTON, 


NEW BRUN. 


APPENDIX D- 6 (Continued) 


NOTES 


All classes; 35 days after first year. O1scount period for "quaran- 
tinable® applies after first year and in member hospitals only. 


All classes; 23 days second year, 26 days third year, 30 days fourth 


year, 35 days fifth year and thereafter. Discount days at $3.50 per 
diem are the same as allowed for full benefits. 


All classes: allows up to $3.00 per day. 


All classes: 36 days second year, 41 days third year, 46 days fourth 
year, 51 days fifth year and thereafter. 


Includes: Prince Edward |sland, Nova Scotia and New Brunswick. 
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APPENDIX D 
TABLE 7 


ALLOWANCES TOWARDS "BETTER" ACCOMMODATIONS 
December |, 1996 


Data from the Blue Cross Commission 


ALLOWANCE TOWARD BETTER ACCOMMODAT | ONS 


SEMI—PRIVATE WARD—CONTRACT 
CONTRACT HOLDERS HOLDERS 
$5.00 (P) 
CH. 


SPECIAL SERVICES 
PROVIDED IM BETTER 
ACCOMMODATIONS 


HEADQUARTERS CITY 
AND STATE 


BIRMINGHAM, ALA. 
PHOENIX, ARIZ. 
LOS ANGELES, CALIF. 
OAKLAND, CALIF. 
SACRAMENTO, CALIF. 


DENVER, COLO 
NEW HAVEN, CONN. 
WILMINGTON, DEL. 
WASHINGTON, D. C. 
| JACKSOMVILLE, FLA. 


ATLANTA, GA. 
| SAVANNAH, GA. 
BOISE, IDAHO 
ALTON, ILL. 

CHICAGO, ILL. 


DANVILLE, ILL. 
DECATUR, ILL. 
PEORIA, ILL. 

ROCKFORD, ILL. 
INDIANAPOLIS, IND. 


DES MOINES, IA. 
SIOUX CITY, IA. 
TOPEKA, KAW. 
ASHLAND, KY. 
LOUISVILLE, 


(P) 
(P) 


$4.50 
$5.00 


KY. 


s 
ALEXANDRIA, LA. $5.00 
| BATON ROUGE, LA. $6.00 (P) $809. : 
WHEW ORLEANS, LA. $5.50 (Pp) $3.50" (S-P 
PORTLAND, ME. CH. 


BALTIMORE, MD. $5.00 


BOSTON, MASS. 
DETROIT, MICH. 

ST. PAUL, MINN. 
KANSAS CITY, MO. 
ST. LOUIS, MO. 


HELENA, MONT. 
OMAHA, WEB. 
COWCORD, HK. 
MEWARK, WM. d- 
ALBUQUERQUE, WN. M. 


ALBANY, WM. Y. 
BUFFALO, HM. Y~ 

JAMESTOWN, WN. YY. “3 
MEW YORK, WW. Y. 
ROCHESTER, M. Y. 


SYRACUSE, WM. Y- 
UTICA, WM. Y- 
WATERTOWH, Mo Y- 
CHAPEL WILL, MH. C- 
DURHAM, HM. C.- 


$3.50 


$4.00 
$5.00" (S-P) 


$6.00 (P) 
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APPENDIX D - 7 (Continued) 


SPECIAL SERVICES 
PROVIDED IN BETTER 
ACCOMMODATIONS 


ALLOWANCE TOWARD BETTER ACCOMMODATIONS 


HEADQUARTERS CITY 
AND STATE 


WARD—CONTRACT 
HOLDERS 


~ SEMI-PRIVATE 
CONTRACT HOLDERS 


FARGO, WN. OD. 
AKRON, OHIO 
CANTON, OHIO 

CINCINNATI, OHIO 
CLEVELAND, OHIO 


COLUMBUS, OHIO 
LIMA, OHIO 
PORTSMOUTH, OHIO 
TOLEDO, OHIO 

YOUNGSTOWN, OHIO 


TULSA, OKLA. 
PORTLAND, ORE. 
ALLENTOWN, PA. 
HARRISBURG, PA. 
PHILADELPHIA, PA. 


PITTSBURGH, PA. 
WILKES-BARRE, PA. 
PROVIDENCE, R. I. 
CHATTANOOGA, TENN. 
KINGSPORT, TENN. 


‘TDALLAS, TEXAS 
SALT LAKE CITY, UTAH 


x (> >>> 


>>>} 


it 2 > > > 


LYNCHBURG, VA. $4.50 $3.50 
WEWPORT NEWS, VA. $4.50 
NORFOLK, VA. $5.00 (P) : $3.00 


RICHMOND, VA. 
ROANOKE, VA. 
SEATTLE, WASH. 

CHARLESTON, W. VA. 
HUNTINGTON, W. VA. 


MILWAUKEE, WIS. 
SAM JUAN, P. R. 
VANCOUVER, B. C. 
|WINNIPEG, MAN. 
MONCTON, N. B- 


TORONTO, ONT. 
MONTREAL, QUE. 


$3.50 
CH. 


CODE 


Full coverage on “special” services in subscribers contract. 
to the patient except the difference in room rates. 


There isno extra charge 


CH. Regular rate for the type of room covered in the subscribers contract. 
Max. Maximum rate. 

Minimum rate for the type of room covered in the subscribers contract. 
Not defined. 


Private. 


(SP) Semi-Private. 


*See notes below 


AOTES 


ROCKFORD, ILL. a haa af $35.00 per case toward special services depending on contract 
selected. 
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ALEXANORIA, LA. 
NEW ORLEANS, LA. 
PORTLAND, ME. 
BALTIMORE, MD. 
BOSTON, MASS. 
ST. PAUL, MINN. 


NEWARK, N. J. 

NEW YORK, N. Y. 
SYRACUSE, N. Y. 
UTICA, N. Y. 
DURHAM, N. C. 
CLEVELAND, 0. 
PHILADELPHIA, PA. 
PITTSBURGH, PA. 
WILKES-BARRE, PA. 


KINGSPORT, TENN. 


DALLAS, TEX. 
MONTREAL, QUEBEC 


APPENDIX D - 7 (Continued) 


NOTES 
Dependents allowed $4.00 per day. 


Dependents allowed $3.00 and $2.50 per day. 

Not to exceed $25.00. (combined) for any admission. 

50% discount on contract special services. 

Ward contracts provide $4.50 per day toward total bill. 

pi romances shown is for "plan A comprehensive, group contract subscribers." 
aVionstUp Reet cance mare per day. Modified full coverage contract 
Credit up to amount of payment schedule toward total bill. 

Credit equal to plan payment to hospital for contract benefits. 

Credit equal to plan payment to hospital for contract benefits. 

Code A for S-P; W included "in room allowance. 

Ward — $4.00 per day. 

Included in room allowance. 

Credits at S-p rates on "Special" services for S-pP contract subscriber. 

Code A for S-pP; W subscriber pays difference in cost for special service. 


Subscriber pays difference between contract benefits provided and charges 
for accommodation selected. 


Subscriber pays difference between contracts provided and charges for 
accommodations selected. 


Dependents $4.00 per day. 


$5.50 per day on total bill or $4.00 per day on room, plus $20.00 toward 
special services, whichever is greater. 
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APPENDIX D 


TABLE 8& 


NON-MEMBER HOSPITAL ALLOWANCES 
As Reported to the Blue Cross Commission, December |, 1996 


PER DIEM ALLOWANCES | 
Py SeroPRIVATE | A 
SUBSCRIBER DEPENDENT SUBSCRIBER DEPENDENT 


4.50 
-Oo- 
REGULAR CHARGES 
REGULAR GHARGES 


HEADQUARTERS CITY 


BIRMINGHAM, ALA. 
PHOENIX, ARIZ. 
LOS ANGELES, CAL. 
OAKLAND, CAL. 
SACRAMENTO, CAL. 


DENVER, COLO. 
NEW HAVEN, CONN. 
WILMINGTON, DEL. 
DIST. OF COLUMBIA 
JACKSONVILLE, FLA. 


ATLANTA, GA. 
SAVANNAH, GA. 
BOISE, IDAHO 
ALTON, ILL. 

CHICAGO, ILL. 


DANVILLE, ILL. 
DECATUR, ILL. 
PEORIA, ILL. 
ROCKFORD, ILL. 
INDIANAPOLIS, INO. 


DES MOINES, IA. 
SIOUX CITY, IA. 
TOPEKA, KANS. 
ASHLAND, KY. 
LOUISVILLE, KY. 


ALEXANDRIA, LA. 
BATON ROUGE, LA. 
NEW ORLEANS, LA. 
PORTLAND, MAINE 
BALTIMORE, MO. 


BOSTON, MASS. 
DETROIT, MICH. 
ST. PAUL, MINN. 
KANSAS CITY, #0. 
ST. LOUIS, MO. 


HELEMA, MONT. 
OMAHA, NEBR. 
CONCORD, WN. H. 
NEWARK, N. Je 
ALBUQUERQUE, N. W. 


ALBANY, WN. Y>~ 
BUFFALO, N. Y.- 

| JAMESTOWN, MW. Y. 
NEW YORK, W. Y. 
ROCHESTER, WN. Y. 


SYRACUSE. N. Y.- 
UTICA. W.. Y. 
WATERTOWN, WN. ff. 
CHAPEL HILL, W. C. 
DURHAM, N. C. 


5.00 
FULL CONTRACT SENEFITS 


(NOTE) $6.00 
5.50 | 5.50 
-WOTE- 

6.00 


6. 00P 


7.00 
6.50P 
PAID PARTICIPATING HOSPITALS 
6 4.00 


7.00 
6.50P 


TO SCHEDULE 


6.00 
6.00 


5.00 
5.00 -NOTE- 4.00 
5.00 5.00 


5.00 


uP TO $6.00 
6 
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PER DIEM ALLOWANCES 


SUBSCRIBER SUBSCRIBER DEPENDENT 


HEADQUARTERS CITY 


FARGO, N. DAK. 
AKRON, OHIO 
CANTON, OHIO 
CINCINNATI, OH10 
CLEVELAND, OHIO 


| COLUMBUS, OHIO 
LIMA, OHIO 
PORTSMOUTH, OHIO 
TOLEDO, OHIO 
YOUNGSTOWN, 


TULSA, OKLA. 
PORTLAND, ORE. 
ALLENTOWN, PA. 
HARRISBURG, PA. 
PHILADELPHIA, PA. 


PITTSBURGH, PA. - 
WILKES-BARRE, PA. 
PROVIDENCE, R. |}. 
CHATTANOOGA, TENN. 
KINGSPORT, TENN. 


DALLAS, TEXAS 
SALT LAKE CITY, U. 
LYNCHBURG, VA. 
NEWPORT NEWS, VA. 
NORFOLK, VA. 


RICHMOND, VA. 
ROANOKE, VA. 
SEATTLE, WASHINGTON 
CHARLESTON, W. VA- 
HUNTINGTON, W. VA. 


MILWAUKEE WIS. 
SAN JUAN, P. R. 

VANCOUVER, BRIT, COL. 
WINNIPEG, MANITOBA 
MONCTON, NEW BRUN. 


TORONTO, ONTARIO 
MONTREAL, QUEBEC 


DADAM AOA HAW 
o Ya jis 2 eee | bom 


OH10 


6.25 | 

NONE EXCEPT UNDER RECIPROCITY 
$10.00 FIRST DAY, $5.00 THEREAFTER 
5.00 


REGULAR CHARGES FOR BENEFITS AS LISTED 
5.50 -0- 


NOTES 


P PRIVATE - SP SEMI-PRIVATE 


BIRMINGHAM, ALA. Maternity allowance - Ward $5.00: Private $7.00 for subscribers and de- 
pendents. 
DENVER, COLO. 30 days at $6.00 plus 90 days at $3.00. Quarantinable cases: 30 days 


at $3.00 plus 90 days at $1.50. 


NEW HAV 4 day $15.00; 2 dayS $20-00; 3 days $25.00; 4 to 21 days $7.50 per day; 
eo 90 add it jonal days at $3.00 per day. $65.00 maternity: by credit $7.50 
emergency accident room. 


WILMIN Plus an additional allowance of $7.50 per case for auxiliary services to 
ol daha semi-private plan members, and $4.50 per case for ward members. Mater- 
nity care, Semi-private $5.50; ward $4.00 per day for 10 days. 


WASHINGTON, D.C. Allows $1.00 per day for nursery Care. 
DES MOINES, IA "Combination" contract: $5.40 per day for subscriber or dependents. 
TOPEKA, KANS, 1 day $11.00; 2 days $16-50; 3 dayS $20.00. Pays up to $5.35 per day. 
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PORTLAND, ME. 
BOSTON, MASS. 


DETROIT, MICHIGAN 


ST. PAUL, MINN. 
KANSAS CITY, MO. 
OMAHA, NEB. 
CONCORD, N.H. 


NEWARK, N.J. 


ALBANY, N.Y. 
BUFFALO, N.Y. 
JAMESTOWN, N.Y. 


NEW YORK, N.Y. 
ROCHESTER, N.Y. 
UTICA, N.Y. 


WATERTOWN, N.Y. 
CHAPEL HILL, N.C. 


DURHAM, N.C. 


FARGO, N.O. 


a aan ne Se crn aaacpemmeneinemmmmnmemenn ceca AG 


APPENDIX D- 8 (Continued) 


NOTES 


1 day $12.00; 2 days $16.00; 3 dayS $20.00- 


Benefits shown are for "standard" contract; Plan pays upto highest rate 
paid to a member hospital for service benefits. "Comprehensive®" con- 


tract also provides up to highest rate paid to a member hospital for 
service benefits, except for tuberculosis, nervous and mental condi- 
tions, not more than 30 days per admission, and not over $5.00 per day. 


In member hospitals of other plans - ward service $5.00; semi-private 
$6 .50- 


Rate applies to first 30 days, additional 90 days at $3.00 per day. 
Rates apply to non-member hospitals away from area of member hospitals. 
30 days, coverage. No additional discount period. 


Rate shown is for room and board, extras provided as in member hospital. 


1 day, $18.00; 2 days, $22.00; 3 days, $31.00; 5 days, $49.00; graded up 
to $77.00 for 9 days; thereafter $6.00 per day additiona) through 21 
days. Additional 90 days up to $3.63 per day. Pays $1.00 per day (dur- 
ing joint confinement of mother and infant) for newborn child durin 
maximum payment period and up to $.50 per day during partial paymen 
period calculated from date of birth. 

Special short stay rates. 

Special short stay rates. 


: day, $15.00; 2 dayS, $20.00; 3 days, $23.00; 4% days or more, $6.50 per 
aye 


Credit of amount of member hospital payment schedule. e.g., ward Con- 
tract, $30.00 for 5 day stay or $50.00 for 10 day stay; semi-private 
contract $50.00 for 5 day stay or $85.00 for 10 day Stay. — 

1 day, $13.00- 

Maternity allowance $4.00 per day semi-private, $3.50 per day ward. 
Maternity allowance $4.00 per day. 


{ndemnity allowances; 


Comprehensive Reg. ward 
Room $4.00 or $5.00 $ 3.00 
Oper. Room bell 10.00 10.00 
Oper. Room (Minor 5.00 5.00 
Deliyery room 10.00 10.00 
Out-Pat, accident (24 hrs.) 10-00 7-50 
Anesthesia (Maior $7.50), minor 5.00 5-00 
Laboratory 5.00 3.00 
X-ray exam. 10.00 10.00 
Basal-metabdol ism 5.00 =F 
E tlectro-cardiograms 10-00 -O- 
Phys i1o-t herapy 10.00 -O- 
Oxygen therapy 25.00 20-00 
Casts (Material) 10.00 5-00 
Pathol y 5.00 =o 
Penicillin 10.00 on 


Same as comprehensive contract in member hospitals except extras are 
limited to 5 times the room and board allowance. 


$3.50 for room and board; $1.50 daily for additional services. 
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PHILADELPHIA, PA. 
PROVIDENCE, R.1. 


KINGSPORT, TENN, 
RICHMOND, VA.° 


SAN JUAN, P.R. 
WINNIPEG, MAN, 
TORONTO, OWT. 
MONCTON, N.B. 


1460960 O - 46 ~ 19 


APPENDIX D - 8 (Continued) 


NOTES 


Semi-private, $12.00 first day. 


"“Comprehens ive* contract provides semi-private allowance, “standard” 
contract provides ward allowance. $30.00 are allowed for extras. 


$1.00 additional for nursery care in maternity cases. 


1 day $14.00; 2 days, $18.00; 3 days, $24.00; out-patient emergency room 
care (accidents) $10.00. . 


Allows $10.00 for operating or delivery room, and $5.00 for anesthesia. 
Higher short-stay rates in non-member hospitals in Manitoba. 

Not exceeding $4.50 per day ward, $6.00 semi-private. Maternity 50%. 
imcluding Prince Edward Island, Nova Scotia, and New Brunswick. Bene- 


fits provided outside Maritime Provinces - plus x-ray $10.00 per admis- 
sion. 
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APPENDIX D 
TABLE 9 
PLANS PARTICIPATING IN INTER PLAN SERVICE BENEFIT AGREEMENT 
FEBRUARY |, 1947 
(Data from the Blue Crosse Commission) 


NOTE: 
Part | - Requests service benefits for their subscribers In other participating 
Plan areas. i 
Part |! - Will provide their service benefits to subscribers of other participa- 
ting Plans. 


NAME OF PLAN PART | PART || 
BIRMINGHAM, ALA. NO NO 
PHOENIX, ARIZ. NO NO 
LOS ANGELES, CALIF. NO NO 
OAKLAND, CALIF. NO NO 
SACRAMENTO, CALIF. NO NO 
DENVER, COLO. YES YES 
NEW HAVEN, CONW. NO nO 
WILMINGTOMW, DEL. NO rT) 
WASHINGTON, D. C. NO NO 
JACKSONVILLE, FLA. 7 YES © YES 


ATLANTA, GA. 
SAVANNAH, GA. 
BOISE, IDAHO 
ALTON, ILL. 
CHICAGO, JILL. 
DANVILLE, ILL. 
DECATUR, ILL. 
PEORIA, ILL. 
ROCKFORD, ILL. 
}WOTANAPOLIS, IND. 
DES MOINES, IA. | 
SIOUX CITY, IA. 
TOPEKA, KAN. 
ASHLAND, KY. 
LOUISVILLE, KY. 
ALEXANDRIA, LA. 
BATON ROUGE, LA.e 
MEW ORLEANS, LA 
PORTLAND, ME. 
BALTIMORE, MD. 
BOSTON, MASS. 
DETROIT, MICH. 
ST. PAUL, MINN. 
KANSAS CITY, MO. 
ST. LOUIS, MO. 


Kaasas City, re: Part I: 


"For direct payment (nom-group) members, acceptaace wire may state indemnity 
ees to be allowed by the ‘Host Plan’ rather thaa regylar service bene- 
its. 


APPENDIX D - 9 (Continued) 


WAME OF PLAN PART | PART ji 
HELENA, MONT. NO NO 
OMAHA, NEB. NO YES 
CONCORD, N.H. NO NO 
NEWARK, NJ. NO NO 
ALBUQUERQUE, N.M. YES YES 
ALBANY, N.Y. NO | NO 
BUFFALO, N.Y. YES YES 
JAMESTOWN, N.Y. NO NO 
NEW YORK, N.Y. YES YES 
ROCHESTER, N.Y. NO NO 


SYRACUSE, W.Y. 


UTICA, N.Y. NO ! NO 
WATERTOWK, W.Y. NO | WO 
CHAPEL HILL, N.C. 


DURHAM, 
FARGO, 


N.C. 
W.D. 


AKRON, OHIO YES YES 
CANTON, OHIO YES YES 
CINCINNATI, OHTO YES YES 


CLEVELAND, 
COLUMBUS, 


OHIO 
OHIO 


LIMA, OHIO YES YES 
PORTSMOUTH, OHIO YES YES 
TOLEDO, OHIO NO YES 


YOUNGSTOWN, 
TULSA, OKLA. 
PORTLAND, ORE. YES YES 
ALLENTOWN, PA. YES YES 
HARRISBURG, PA. - 
PHILADELPHIA, PA. 

PITTSBURGH, PA. 


OHIO 


WILKES-BARRE, PA. YES YES 
PROVIDENCE, R.1. NO NO 
CHATTANOOGA, TENN. 


KINGSPORT, TENN. 
DALLAS, TEXAS YES YES 
SALT LAKE CITY, UTAH no NO 
LYNCHBURG, VA. nO NO 
NEWPORT NEWS, VA. 
NORFOLK, VA. 
RICHMOND, VA. 
ROANOKE, VA. YES YES 
SEATTLE, WASH. YES YES 
CHARLESTON, W. VA. 
HUNTINGTON, W. VA. 
MILWAUKEE, WIS. YES YES 


SAN JUAN, P.R. NO NO 
VANCOUVER, B.C. NO NO 
WINNIPEG, MAN. 


MONCTON, N.B. 
TORONTO, ONT. NO NO 
MONTREAL, QUE. NO NO 


APPENDIX E 


Methods- and Amounts of Payment by Blue Cross Plans 
to Member Hospitals for Contract Benefits, December 1, (i946 


(Data from the Blue Cross Commission) 


Private accommodations ward accommodations 
Semi-private accommodat ions Comprehensive contract 
PLAN TOTAL PAYMENTS PER DIEM 
HEADQUARTERS FOR SHORT STAY CASES AFTER REMARKS 
8 th 1-DAY 2-DAY 3-DAY SHORT STAY 
ALABAMA i | 
BIRMINGHAM P $10.00 $16.00 $8.00 50¢ per day extra for 
W 10.00 16.00 6.00 OB. 
AR! ZOWA 
PHOENIX SP 14.75 18.75 $22.75 7.25 $7.25 per day for all 
(For surgical cases) medical cases. 
CALIFORNIA 
LOS ANGELES SP = 15.00 28.00 29.25 8.00 ‘$7.50 per day for med— 
Graded up to $104. for 13 days. ical Cases. 
OAKLAND SP Regular charges of each hospital. $7.00 pel day flat for 
medical cases. 
SACRAMENTO SP via Ble Charges of each hospital : 
(Limit room allowance $5. per day) 
COLORADO , 
DENVER Cc $6.75 per day plus extras. | See notes. 
CONNECTICUT ; 
NEW HAVEN SP $6.00 allowance for board and room plus 
equal per diem schedute for extras. See notes. 
DELAWARE 
WILMINGTON SP «18. 20 8.10 
($8.20 per day additional thru 30 days) 
dD. C. 
WASHINGTON SP 15.00 20.00 27.00 6.50 See notes. 
/ Graded up to $91. for 14 days. 
FLORIDA 
JACKSONVILLE V] Regular charges of each hospital. 
GEORGIA ; 
ATLANTA P 20.00 25.00 30.00 9.00 
W 16.00 20.00 24.00 7.00 
SAVANNAH 4 15.00 20.00 25.00 7.00 
SP 12.00 15.00 18.00 §.00 See notes. 
1 DAHO 
BOISE W $5.00 per day for board and room; 
detailed uniform fee schedule for 
special services. 
ILLINOIS 
ALTON SP 6.40 per day for al? stays. Depénoents — $5.40 
per day. 


CHICAGO SP Cost or charges, whichever is the tower. See notes. 
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APPENDIX E (Continued) 


P = Private accommodations Wo Ward accommodations 
SP = Seml-private accommodations C -« Comprehensive contract 


PLAN TOTAL PAYMENTS PER DIEM 
HEADQUARTERS FOR SHORT STAY CASES AFTER REMARKS 
CITY | 1—DAY 2=DAY 3-DAY SHORT STAY 


ILLINOIS (Cont.) 
DANVILLE 8.00 15.00 5.75 


DECATUR 6.00 Ber day for all stays, adjusted 
annuatly to 100% of charges. 


PEORIA 90% of charges; maximum — $8.50; 
minimum — $6.00 | See notes. 


ROCKFORD Regular charges for contract benefits. 


| (NDI AMA 
INDIANAPOLIS . Regular charges for contract benefits. 


(OWA 


| DES MOINES 90% of regular charges paid. currently; 
semi-annual adjustment to 100% if total 
» earnings permit. 


SIOUX CITY 12.00 16.00 20.00 §.00 
Graded up to $60. for ten days. pay $10. 
anesthetic fee in addition to per diem. 


KANSAS 
TOPEKA 11.00 16.50 20.00 5.75 
Adjusted “up” to regular charges. 
KENTUCKY | 
| ASHLAND egular charges for contract benefits 
maximum on room service). 
LOUISVILLE Regular charges for contract benefits. 


1 LOUISIARA 


ALEXANDRIA 7.25 per day for atl cases, plus 50% of $12.00 for one day 
. X-ray bill and $25. allowance on oxygen surgical cases. 


therapy. 


BATON ROUGE 7.00 ca day for all stays (Dependents 
; er day for all stays {Dependents 


See notes. 


NEW ORLEANS 32.00 42.00 


raded up to $90. for nine days. 
12.00 : 26.00 34.00 For dependent rates 


Graded up to $64. for nine days. see notes. 


MAINE 

PORTLAND 12.00 16.00 20.00 6.00 
adjusted periodically on basis of costs not 
to exceed an established ceiling. | 


MARYLAND 


BALTIMORE 15.00 22.00 28.00 6.25 
Graded up to $85. for 13 days See notes. 


MASSACHUSETTS 


BOSTON Regular charges of each hospital; ceiling 


on board anc room. See notes, 
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ee 
SP . 
PLAN 
HEADQUARTERS 
CITY 

MICHIGAN 

DETROIT SP 
&W 

MINNESOTA 

ST. PAUL SP 

MISSOURI 

KANSAS CITY sP 

ST. LOUIS SP 

MONTANA 

HELENA SP 

NEBRASKA 

OMAHA SP 

NEW HAMPSHIRE 

CONCORD SP 

NEW JERSEY 

NEWARK SP 

NEW MEXICO 

ALBUQUERQUE sP 

NEW YORK 

ALBANY SP 

BUFFALO sP 
&W 

JAMESTOWN P 
sP 

W 
NEW YORK SP 
ROCHESTER sP 


private accommodations Wis 


Semi-private accommodations C - 


APPENDIX E (Continued) 


Ward accommodat Ions 
Comprehensive contract 


TOTAL PAYMENTS PER DIEM 
FOR SHORT STAY CASES AFTER REMARKS 
1~DAY 2-DAY 3-DAY SHORT STAY 


90% of regular charges paid currently, adjusted "up" to. 
Costs or charges, whichever is the lower. 


90% of regular charges paid currently, 
adjusted "up" to 100% if total income 


permits. Ceiling on room service allowances. 

"542-00 15.00 7.50 
(For subscribers) See notes. 
6.40 per day for atl stays. 
(For subscribers) See notes. 
17.50 ihaceo 23.00 peri do 


Regular charges of each hospital less 
3%. Room charge limited to $5.00 per day. 


20.00 25.00 30.00 7.50 


Graded BP to $40. for five days. plus 

50% regular charges for medications and 
oxygen; adjusted “down" to regular charges. 
6.00 Payments are based on 


18.00 22.00 31.00 
calendar days. 


Graded up to $49 for five days. 
Graded up to $77 for nine days. 


Adjusted "up" to regular charges. See notes. 


10.50 16.00 20.50 6.00 


15.00 20.00 24.00 6.00 
Adjusted to 97% of regular charges 
with ceiling of $7. per day when 


billings exceed $6. per day. 


97% of pauulels charges not to exceed 
average of $7.50 per day for semi- 
private and $6.25 for ward cases, 


17.00 24.00 30.00 
Graded up to $75 for ten days; 
graded up to $133 for 21 days, 


15.00 22.00 27.00 
Graded up to $65. for ten days; 
graded up to $112. for 21 days. 
Adjusted "down" to 97% of charges. 
15.00 25.00 34.00 6.00 
Graded up to $85. for ten days. 

Adjusted "up" to 97% of charges. 


Equal per diem payments for groups 


of hospitals. See notes. 
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| APPENDIX E (Continued) 


Private accommodations Wo. Ward accommodations 
Semi—private accommodations C = Comprehensive contract 


PLAN 
HEADQUARTERS 
CITY 


TOTAL PAYMENTS PER DIEM 
FOR SHORT STAY CASES AFTER REMARKS 
AnOAY 2~NAY 3-NAY SHORT STAY 


LNEW YORK (Cont.) ~ 


SYRACUSE | SP 12.35 20.50 
7.00 per day for ten days stay. 
UTICA: SP 11.00 6.00 See notes. 
WATERTOWN SP 14.00 18.00 18.00 6.00 5% additional to 
7 watertown hospitals. 
NORTH CAROLINA sp 
CHAPEL HILL &W Regular charges of each hospital. 
DURHAM SP 
&wW Regular charges of each hospital. 
NORTH DAKOTA 
FARGO SP 9.25 _ 14.25 19.25 5.00 $24.25 for four days 
Adjusted, if necessary, "up" to Stay. 
92% of billing. 
OHIO SP 
AKRON &W = =Regular charges of each hospital 
CANTON SP Varied payments to individual hospitals 
&W based on per diem costs. See notes. 
CINCINNATI sp Regular charges of each hospital with 
&wW  celling based upon 1945 costs. 
CLEVELAND sp per diem costs to individual hospitals. 
aw (Information not verifjed) 
COLUMBUS SP Regular charges of each hospital with 
&W ceilings. See notes. 
LIMA sp per diem costs for individual hospitals 
based on Industrial Commission data. 
Maximum — $6.75; minimum — $6.00. 
PORTSMOUTH P 
| &W Regular charges. 
TOLEDO . SP 8.00 per day for a?) stays. 
Ww 7.00 per day for all stays. 
YOUNGSTOWN SP ° 
&W Regular charges of each hospital. 
OKLAHOMA 
TULSA SP 40500.) /- 15.00 6.00 
adjusted annually "up" to 97% of 
charges dependent upon total net 
income of Plan. 
OREGON 
PORTLAND W. 14.00 21.00 27.50 7.00 
Adjusted "down" to regular charges. 
PENNSYLVANIA 
ALLENTOWN sP 00 27.75 


14,90 21 
Graded up to $75 for 10 days stay; 
graded up to $165. for 30 days stay. 
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APPENDIX E (Continued) 


Pp - private accommodations W . Ward accommodations 
SP . Semi-private accommodations C - Comprehensive contract 
PLAN TOTAL PAYMENTS PER DIEM 
HEADQUARTERS FOR SHORT STAY CASES AFTER, REMARKS 
CITY 1-DAY 2-DAY 3-DAY SHORT STAY 


PENNSYLVANIA (Cont.) 


HARRISBURG SP Regular charges of each hospital, 

less 2%. 
PHILADELPHIA SP 15.00 21.50 28.50 

Graded up to $75. for ten days; 

graded up to $180. for 30 days. See notes. 
P| TTSBURGH SP 18.00 21.00 22.50 7.00 
(Effective 1/1/47) Graded up to $70. for ten days. 

We 700. 17.00 18.00 5.50 

Graded up to $60. for ten days. See notes. 

WILKES-BARRE SP 13.00 18.00 21.00 


Pay charges with ceiling of $8.00 per 
day before deducting 5% (returned 


annually if reserves justify.) See notes. 
RHODE 1 SLAND 
PROVIDENCE SP 18.00 26.00 34.00 8.00 
| (Max ima) 
up to $6. per day for room service. 
Payments based on regular charges up 
to above maxima with minimum guaranteed 
payment of $7. per day. 
Graded up to $93. for ten days; 
graded up to $200. for 25 days. See notes. 
TENNESSEE 
CHATTANOOGA SP Regular charges of each hospital. 
KINGSPORT W Per diem cost plus 50¢. This is a 
one hospital plan. See notes. 
TEXAS 
DALLAS SP $5.00 paid currently, adjusted to 


100% of charges provided total income 
of plan permits. Ceiling of $5. per 
day for board and room service, 


UTAH 


SALT LAKE CITY SP per diem costs of individual hos— 
pitals. 
VIRGINIA 
LYNCHBURG P 14.00 20.00 24.00 §.50 


Graded up to $77. for 14 days. 


NEWPORT NEWS SP 6.50 per day for all stays. 
NORFOLK P 15.00 22.50 30.00 8.50 Flat per diem for 

W 12.00 18.00 24.00 7.00 non—-operative cases. 
R1ICHMOND SP 14.00 18.00 24.00 5.20 


Graded up to $68.75 for 11 days stay; 

graded up to $131.25 for 21 days. 

Adjusted "up" on basis of hospital 

costs or "down" to regular charges. See notes. 
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Private accommodat Ions | Woe 


Ward accommodations 


PLAN 
HEADQUARTERS 
Cire 


VIRGINIA (Cont.) 


ROANOKE 


| WASHINGTON 
SEATTLE 


WEST VIRGINIA 
CHARLESTON 


HUNTINGTON 


WISCONSIN 
MILWAUKEE 


PUERTO RICO 
SAN JUAN 


CAWADA 


BRITISH COLUMBIA 
VANCOUVER 


MANITOBA 
WINNIPEG 


MARITIME PROVINCES | 


MONCTON, WN. B. 


ONTARIO 
TORONTO 


QUEBEC 
MONTREAL 


Semi=private accommodatlons 


SP 


SP 


SP 


SP 


SP 


C = Comprehensive contract 
TOTAL PAYMENTS PER DIEM 
FOR SHORT STAY CASES AFTER genta 
1-DAY 2-DAY 3-DAY SHORT “STAY 
15.00 2 00 6.00 


0.00 24. 
Graded up to $92.25 for 15 days. 


Regular charges for each hospital; 
cetling of $7.50 on room service. 


Regular charges for each hospital; 
ceiling on room service. Uniform 
payments to all hospitals for 
Special services. 


$3.50 maximum toward room service; | 


uniform payments to all hospitals for 
special services. 


97% of regular charges. 


$4.00 per day for room service; plus 
$10. for operating room and $5. for 
anesthesia. 


Regular charges for each hospital. 


95% of regular charges for each hospital 
according to fee schedules registered with 
Association. 


Rates being adjusted 


Regular charges for each hospital. 


eqular charges for each hospital accord— 
bie to fee aenedule filed with Association. 
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APPENDIX E (Continued) 


COLORADO 
DENVER 


CONNECTICUT 
NEW HAVEN 


DELAWARE 
WILMINGTON 


WASH! NGTON 
GEORGIA 


SAVANNAH 


ILLINOIS 
CHICAGO 


PEORIA 


LOUIS! ARA 
BATON ROUGE 


NEW ORLEANS 


MARYLAND 
BALT | MORE 


MASSACHUSETTS 
BOSTON 


MISSOURI 
KANSAS CITY 


ST. LOUIS 


NEW JERSEY 
NEWARK 


DISTRICT OF COLUMBIA 


NOTES 


For the new comprehensive contract (the only one listed here) the basic 
per diem payment is: ‘ 
"$6.75 per day and in addition we will pay all laboratory, Basal 
metabolism and Electrocardiogram charges, Anesthesia up to $10.00 
and x-ray up to $15.00. All of these extra charges will be paid on 
the basis of the Medical Service plan fee schedule.” 
For a number of rural hospitals the basic per diem payment Is $6.25 plus 
extras. 


The allowances for extras may be calculated from the following: one 
day - $14.00 with $1.00 per day increase during the first seven days 
and 50¢ additional increase from eight to 21 days. The average adjusted 
semi-annually to a minimum of $2.60 per day for each hospital. 


The rates shown apply to three of the large hospitals in wilmington. 
The other hospitals are now being paid regular charges, but revision is 
under consideration 


additional payment of $1.50 per day for nursery care. 


$10.50 per day for eight days for Caesarean sections. 


For each hospital there are different payments equal to 110% of costs, or 
97% of charges of average billings, whichever is the lower; except where 
the amount of $8.50 falls between average costs and average charges in 
which case the payment is $8.50. 


Current payments based on 90% of previous six months’ average charges 
for contract benefits, adjusted semi-annually to 97% of current charges 
with minimum of $6.00 and maximum of $8.50. 


One day surgical rates: 


SUBSCRIBER DEPENDENT 
Private; $12.00 $10.25 
ward 10.00 9.00 
(information not verified) 
DEPENDENTS: 
Se py Per diem after 
1-day 2-day 3-day Short stay 
P- $12.50 $27.00 $34.50 | $4.50 
(Graded up to $67.50 for nine days) 
SPO i100. eu 4100s) ne 
(Graded up to $55.00 for nine days 


In the near future the maryland plan will adopt a policy of adjusting 
hospital payments to average charges or per diem costs of contract bene— 
fits, whichever is the lower. 


Ceiling on room services payment allowances is $7.50 for hospitals 
approved for residencies and training of internes; $7.00 for those 
approved by the American College of Surgeons; and $6.50 for all others. 


DEPENDENTS: 
per diem after 
1-day 2-day Short stay 
SP $10.00 $12.00 $6.00 


Subscription rates and hospital payments are in process of adjustment. 


Subscription rates and hospital payments are in process of adjustment. 


Dependent -— $5.40 per day. Subscriber maternity — $7.40 per day. 


Current payments are the "schedule" or actual charges for each hospital 
whichever is the lower. The total is: adjusted semi-annually to bring 
the total payments "up or down" to the schedule or actual charges for 
all cases, whichever is lower. 
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APPENDIX E (Continued) 


NEW YORK 
ROCHESTER 


| UTICA 


OHIO 
CANTON 


COLUMBUS 


PENNSYLVANIA 
PHILADELPHIA 


| PITTSBURGH 


| WILKES-BARRE 


RHODE ISLAND 
PROVIDENCE 


TENHESSEE 
KINGSPORT 


VIRGINIA 
| RICHMOND 


NOTES 


peopl beds, Are class (fled in three groups according to scope 6f facili- 
i vices. Group in Rochester being paid $8.50 per day, other 
hospitals paid $7.75 and $7.25 per day. ie P os 


Amounts here listed are for payments on behalf of subscriber under the 
semi-private contract. Payments are somewhat less for dependents who 
are required Larpey a certain amount per day. The rate of reimbursement 
for ward cases is lower. 


Participating hospitals receive $9.25 or $8.75 per day for both ward and 
semi-private contracts. 

Co-operating hospitals receive $7.50 per day for semi-private and $6.50 
per day for ward. 


eee of average payments are limited to $7.00 for ward care and 
$7.90 for semi-private care. 


In addition, the Association will reimburse the hospital for drugs and 
oxygen therapy during an one admission in excess of $20.00 upon receipt 
of an itemized account allowing 50% mark-up on cost of drugs and 100% on 
oxygen. 


NO payments are to exceed 100% of billings, adjusted on a quarterly and 
annual basis. 


additional payments are allowed for penicillin, oxygen and physio- 
therapy. 


The amount of special charges allowed are based upon length of stay. 
For example: one day - $12.00; ten days — $33.00; twenty days — $45.00. 
The minimum total payment is $7.00 per day including special services. 


eae apply to first two participants on contract, other participants 
allowed $1.00 per day less. 


where thecosts of one hospital are higher than the average as much as 
ten per cent may be added to the basic scale of payment. No hospital 
may receive more than the regular charges. 
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APPENDIX F 


PRINCIPLES GOVERNING THE RELATIONSHIP BETWEEN 
HOSPITALS AND BLUE CROSS PLANS 


(ADOPTED BY THE HOUSE OF DELEGATES OF THE AMERICAN 
HOSPITAL ASSOCIATION, OCTOBER, 1946.) 


The following commentary and recommendations define insofar as possible 
fundamental principles which may be used to govern the relationship between 
Blue Cross plans and hospitals. While the major portion of this report has 
been devoted to establishing a pattern intended to fit the contractual needs 
of Blue Cross Plans and hospitals, the responsibility of both agencies to 
subscribers of nonprofit insurance plans has not been overlooked. It is be- 
lieved that the general public stand to benefit materially only if satisfac- 
tory working relations are established between plans and hospitals. 

The Blue Cross movement was motivated by the desire of hospitals to make 
service more easily available tothe public on a prepayment basis. Blue Cross 
plans were organized usually under sponsorship of the hospitals in the area, 
but as distinct entities with independent boards of trustees. This form of 
organization places Blue Cross plans in the position of an intermediary agency 
representing the interests of both the hospitals and the public. Under their 
present method of operation, full cooperation of affiliated hospitals must be 
obtained to insure the continued existence and development of Blue Cross plans. 
For this reason, primarily, Blue Cross plans must demonstrate a sympathetic 
understanding of hospital needs and, conversely, hospitals must recognize the 
many problems which confront Blue Cross in their dealings with subscribers 
and in meeting competition. 


FUNDAMENTAL PRINCIPLES 


TO BE ACCEPTED BY HOSPITALS: 

1. The executives and members of the governing boards of hospitals must 
accept the obligation of providing to the subscribers of Blue Cross plans 
proper facilities and good service. 


: 2. Thehospitals, as agencies organized to render service to the public, 
must of necessity receive a fair and equitable rate of payment for services 
rendered to subscribers of Blue Cross plans. 

3. Hospitals should not expect to receive rates of payment from Blue 
Cross plans for basic services provided to subscribers in excess of the cost 
of such services, cost to include an allowance for depreciation of buildings 
.- and equipment and allowances for other contingencies as determined by mutual 
agreement between hospitals and Blue Cross plans at the local level. 

4. Executives and members of the governing boards of hospitals should 
not expect to receive rates of payment for services rendered to subscribers 
beyond 100 percent of the average gross earnings at established rates for all 
private patients occupying similar accomodations in the hospital. 

5. Where the contract does not provide for all-inclusive services, the 
hospital shall not expect to be paid by Blue Cross for those services not in- 
cluded in the terms of the Blue Cross contract. 
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6. Executives and members of the governing boards of hospitals must as- 
sume the obligation of operating their institutions on an efficient, busi- 
nesslike basis. 

7. Executives and members of governing boards of hospitals must assume 
the obligation of keeping proper financial and statistical records in ac- 
cordance with accepted procedures in order that information may be developed 
which may be used as a basis for establishing an equitable rate of payment. 

TO BE ACCEPTED BY BLUE CROSS PLANS: 

1. Executives and members of the governing boards of Blue Cross plans 
should expect that the quality of service rendered by hospitals should be 
commensurate with the payment made to such hospitals. 

2- Executives and members of the governing boards of Blue Cross plans 
Should not expect the executives and members of the governing boards of hos- 
pitals to accept a rate of payment for services rendered to subscribers which 
would thus force the hospital to use trust and other funds to make up the 
difference between payments received and the cost of rendering service required 
under the Blue Cross contract. 

3. Executives and members of the governing boards of Blue Cross plans 
Should not expect the executives and members of the governing boards of hos- 
pitals to depend upon income from private patients, not subscribers to a plan, 
to provide operating funds to make up losses of income sustained by virtue of 
service rendered to plan subscribers. 

4. Executives and members of the governing boards of Blue Cross plans 
should not adopt policies that are inconsistent with the operating and fiscal 
policies of hospitals. rd 

5. Blue Cross plans, as nonprofit organizations, must accept the obli- 
gation of operating on a businesslike, efficient basis, and must assume the 
responsibility for keeping proper accounting and statistical records concern- 
ing their operations and submit detailed reports to affiliated hospitals 
periodically. 


METHOD OF REIMBURSEMENT TO HOSPITALS 


Insofar as it is known, there are three general methods followed by 
Blue Cross plans in paying for services rendered to their subscribers: 

1. A flat rate for all or groups of hospitals. 

2. A rate of payment with some relation to cost and with modifications 
in different areas. ; 

3. Payment at established rates for accommodations occupied with varia- 
tions according to the locality in which the plan is in effect. 

Any plan adopted for reimbursement of the hospitals for services rendered 
to subscribers should be developed on a cooperative basis by representatives 
of the hospitals and the Blue Cross plans. Hospitals and Blue Cross plans 
Shall both supply adequate financial and service data so that the principles 
enunciated in the preceding portion of this statement can be taken into proper 
consideration. 

The hospitals, in discussing rate of reinbursement should keep in mind 
that the plan must have reserve funds consistent with its needs and the legal 
requirements of the state in which it operates. Blue Cross plans should also 
keep in mind the hospitals' need for reserve funds, even though such reserves 
are not required by law. It follows that adequate reserves held by Blue Cross 
plans will not benefit subscribers if hospitals, due to inadequate working 
capital, find it necessary to curtail or discontinue service. In considering 
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these matters it must be borne in mind that the shift to contractual service 
within the hospital population may lessen the philanthropic support which 
hospitals have enjoyed for inpatient service. 

Due to the varying views and conditions, it is doubtful that any plan 
can be devised at the present time which would be entirely satisfactory to 
every area and section of the country. Therefore, the following suggestions 
are made: 


In the development of any rate structure by the representatives of hos- 
pitals and Blue Cross plans, the group should insist upon haying adequate 
financial and service data concerning the operation of hospitals and Blue 
Cross plans. 

That officially appointed representatives of the Blue Cross plans meet 
with officially appointed hospital representatives in any given area for a 
free and frank expression of opinion on the rates to be paid to hospitals and 
the principles and the formula on which such rates would be established. This 
group of representatives to give full recognition to the principles set forth 
to be accepted by hospitals and by Blue Cross plans. It should be fully un- 
derstood that any conclusion reached by the representatives of the two or- 
ganizations, plans and hospitals, should not become effective untii approved 
by at least 50 percent of the member hospitals representing at least three- 
fourths of the patient days of service rendered Blue Cross subscribers during 
the past 12 months. It would be further agreed that any rate approved should 
be reviewed at least once a year, and preferably every six months’ period for 
such adjustments as might be necessary to protect the interests of sub- 
scribers, hospitals and plans. 

1. If the area of operation of a Blue Cross plan should be on a state- 
wide basis, then the groups selected should be representatives of the various 
districts of the state, including representatives from the state hospital as- 
sociation, and the Blue Cross plan representatives should be selected from 
various sections of the state. 

2. If the scope of operation of the Blue Cross plan is for a single 
city or county, or a group of adjoining counties, then the representatives 
should be chosen from executives and members of the governing boards of the. 
member hospitals, and the plan should select representatives from their 
executives and members of the governing boards. 

3. If any organization representing the hospitals is in a position to 
assume the obligation of development of rates, assistance should be sought 
from such group, provided the agency is acceptable to both the hospitals and 
the Blue Cross plan. 


RELATION OF HOSPITAL PAYMENTS TO SUBSCRIPTION RATES 


The Blue Cross plans and the hospitals should assume the responsibility 
of educating the public to pay a subscription rate sufficient to meet the 
necessary cost of good hospital care. 

The thought must always be kept in mind that both Blue Cross plans and 
hospitals must be financially strong, but not at the expense of each other. 
With the increase in Blue Cross cases and other contract cases, hospital in- 
come from other than contract cases will be increasingly limited and it is 
obvious that hospitals cannot operate at a loss for any considerable time. 
Likewise, there is a limit to what the plans can pay hospitals, as they are 
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regulated by statute so far as reserves and certain conditions are concerned. 
The interests of the subscriber are of great importance. The subscriber must 
understand that as hospital costs increase, subscription rates must be in- 
creased proportionately and, further, that in many instances present subscrip- 
tion rates are not adequate to meet current hospital costs. In meeting these 
requirements subscribers, hospitals and Blue Cross plans must recognize the 
interests of each other and full cooperation and understanding must prevail. 
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APPENDIX G 


MODEL LAW TO ENABLE THE FORMATION OF NON-PROFIT HOSPITAL AND/OR 
MEDICAL SERVICE PLANS, PROPOSED BY THE BLUE CROSS COMMISSION 


SCOPE 1. Any corporation organized not for profit under the General Corpora- 
tion Act of the State of ccccccececcesesee for the purpose of establishing, 
maintaining and operating a non-profit corporation, whereby hospital and/or 
medical service may be provided by a group of hospitals and/or physicians, 
with which such corporation has a contract for such purpose, to such of the 
public as become subscribers to said corporation under a contract which en- 
titles each subscriber to certain hospital and/or medical care, shall be gov- 
erned by this act and shall be exempt from all other provisions of the in- 
surance laws of this state, unless otherwise specifically provided herein. 
INCORPORATION 2. The articles of incorporation of every such corporation, 
and amendments thereto, shall be submitted to the Department of Insurance, 
whose approval thereof shall be endorsed thereonbefore the same are filedwith 
the Secretary of State; provided, however, that if the articles of incorpora- 
tion of any such corporation shall have been filed with the Secretary of State 
prior to the effective date of this statute, the approval thereof by the De- 
partment of Insurance shall be evidenced by a separate instrument in writing 
filed with the Secretary of State. 

DIRECTORS 3. The Directors of such corporation must at all times include 
representatives of the following groups: administrators or trustees of hos- 
pitals which have contracted with such corporation to render hospital service 
to the subscribers; licensed physicians who have contracted with such cor- 
poration to render medical service to the subscribers; general public exclu- 
Sive of hospital representatives and physicians. (The committee recognizes 
that the proportions of the groups mentioned may vary with the special char- 
acter of the program offered by each corporation established under this 


' legislation.) 


CONTRACTS &. Such corporation may enter into contracts for the rendering of 
hospital and/or medical service to the subscribers only with hospitals ap- 
proved for participation by the Department of Insurance and with licensed 
physicians. (The corporation may include in the conditions for hospital par- 


ticipation certain professional and administrative standards, subject at all 


times to approval by appropriate regulatory bodies, such as the Health or 
Welfare department in consultation with the Department of Insurance.) 

All contracts issued by such corporation to the subscribers shall con- 
stitute direct obligations of the hospitals and/or physicians’ with which such 
corporation has contracted for hospital and/or medical service. The rates 
charged to the subscribers for hospital and/or medical service and the rates 
of payment by such corporation to the contracting hospitals and/or physicians 
at all times-shall be subject to the approval of the Department of Insurance. 
LICENSURE 5. A corporation subject to the provisions of this act may issue 
contracts only when the Department of Insurance has by formal certificate or 
license authorized it to do so. Application for such certificate of authority 
or license shall be made on forms to be supplied by the Department of In- 
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surance, containing Such information as it shall deem necessary. Each ap- 
plication for such certificate or license shall be accompanied by copies of 
the following documents: (a) certificate of incorporation; (b) by-laws; (c) 
proposed contracts between the corporation and participating hospitals and/or 
physicians showing terms under which hospital and/or medical service is to be 
furnished to subscribers; (d) contracts to be issued to subscribers showing 
the benefits to which they are entitled; (e) a table of the rates to be 
charged to the subscribers; (f) financial statement of the corporation, in- 
cluding the amounts of contribution paid or agreed to be paid to the corpora- 


tion for working capital and the name or names of each contributor and the 
terms of each contribution. 


The Department of Insurance shall issue a certificate of authority or 
license upon payment of a fee of $....++e...and upon being satisfied on the 
following points: 

(a) That the applicant is established as a bona fide non-profit hospital 
and/or medical service corporation. : 

(ob) That the contract between the applicant and the participating hos- 
pitals and/or physicians obligate each hospital and/or physician party to 
render service to which each subscriber may be entitled under the terms and 
conditions of the contract issued to the subscribers. 

(c) That the rates to be charged and benefits to be provided are fair 
and reasonable, ; 

(4) That amounts provided as working capital of the corporation are re- 
payable only out of earned income paid and payable for operating expenses and 
hospital and/or medical expenses, and such reserve as the Department of In- 
surance may deem adequate. 

(e) That the amount of money actually available for working capital be’ 
sufficient to carry allacquisition costs and operating expenses for a reason-— 
able period of time from the date of the issuance of the certificate. 

REPORTS 6. Every such corporation shall annually on or before the first day 
of March file in the office of the Department of Insurance a statement veri- 
fied by at least two of the principal officers of said corporation showing 
its condition on the 31st day of December, then next preceding, which shall 
be in such form and shall contain such matters as the Department shall pre- 
scribe. 

WISITATLON 7. The Department of Insurance may appoint any Deputy or Examiner 
or other person who may have the power of visitation and examination into the 
affairs of any such corporation and free access to all of the books, papers 
and documents that relate to the business of the corporation, and may summon 
and qualify witnesses under oath to examine its officers, agents or employees 
or other persons in relation to the affairs, transactions and conditions of 
the corporation. 

The Insurance Department shall conduct an examination of each such cor- 
poration, at least every three years, and the costs of such regular or other 
special examinations shall be borne by the corporation. | 
EXPENSES 6. All acquisition and administrative expenses in connection with 
such hospital and/or medical service corporation shallat all times be subject 
to control by the Department of Insurance, 

INVESTMENTS 9. The funds of any corporation subject to the provisions of 
this Act shall be invested only in securities permitted by the law of this 
state for the investment of assets of life insurance companies. 

DECISions 40. Any decision and finding of the Department of Insurance made 
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under the provisions of this act shall not be any bar to constituted legal 
procedure in a court of competent jurisdiction. 

DISSOLUTION 214. Any dissolution or liquidation of a corporation subject to 
the provisions of this Act shall be conducted under the supervision of the 
Department of Insurance which shall have all power with respect thereto under 
the provisions of law with respect to the dissolution and liquidation of 
insurance companies. 

TAXATION 12, Every corporation subject to the provisions of this Act is here- 
by declared to be a charitable and benevolent institution, and the corpora- 
tion shall be exempt from every state, county, and municipal tax. 
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APPENDIX J 


STANDARDS OF ACCEPTANCE FOR MEDICAL CARE PLANS 2/ 
AMERICAN MEDICAL ASSOCIATION 


(Proliminary) 


Development of plans affecting the distribution of medical care, in ac- 
cordance with the principles adopted by the House of Delegates, is one of the 
principal functions of the Council on Medical Service and Public Relations. 
First in importance in the development of plans affecting the provision of 
medical care is the utilization of the pre-payment method to help spread med- 
ical and surgical costs. 

The Council on Medical Service and Public Relations suggests that special 
recognition be granted to plans organized and operated in accordance with 
standards which adequately protect the interest of the public and the medical 
profession. 

In granting this recognition the Council will consider each pre-payment 
medicai care plan in the light of established knowledge, authoritative opin- 
ion, and according to standards adopted from time to time by the Council in 
the interest of the public. Plans that conform with the requirements thus 
formulated will be accepted by the Council. 

Under the conditions defined in the following paragraphs, the Council 
grants the right to print its seal on all official papers of accepted plans 
and in any promotional literature or display material used by these plans. 

This official seal should appear without comment on its significance un- 
less, such comment has been previously approved by the Council. A statement 
proposed for such use follows: "the seal of acceptance denotes that (name of 
plan) has been accepted within the standards set forth by the Council on Med- 
ical Service and Public Relations of the American Medical Association." 

The acceptance of a plan and the seal of the Council are intended to 
signify that the plan conforms with or meets the following standards or re- 
quirements: 

LOCAL APPROVAL 

(1) The prepayment plan must have the approval of the State medical 
association -- or if local, of the county medical society in whose area it 
operates. 


PROFESSIONAL CONTROL 
(2) The medical profession should assume responsibility for the medical 


services included in the benefits; ‘the medical profession is qualified legally 
and by education to ace pe responsibility for the character of the medical 
services rendered. 

a. The plan should provide for the appointment of a committee by the 
medical profession in the area served by the plan, one of the 
duties of this committee shall be the determination of relative 
values of medical services and procedures as set forth in the 
plan's published schedule of benefits, and of those services and 
procedures not 80 pub lished. 


AEA LOR ENT OT 
1) Quoted from Voluntary Prepayment Medical Care Plans, American Medical Association, 1947, p. 91. 
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b. The published schedule of benefits of the plan shall include at 
least all services and procedures commonly performed, a list of 
which shall be set forth by the Council on Medical Service and 
Pubtic Relations of the American Medical Association. 

ARBITRATION 

(3) Provision should be made for a medical director accerntable to the 
county or State medical society, or a committee appointed by either of these 
groups, to adjust difficulties and complaints. The medical director or com- 
mittee members may be paid on a per diem basis for the time involved in handl- 
ing such matters. . 

FREE CHOICE OF PHYSICIAN 

(4) There should be no regulation which restricts free choice of a qua 1- 
ified doctor of medicine in the locality covered by the plan who is willing 
to give service under the conditions established. 

PATIENT~PHYSICIAN RELATIONSHIP. 

(5) The method of giving the service must retain the personal, confi- 
dential relationship between the patient and the physician. 

*(6) The plan should be organized and operated to provide the greatest 
possible benefits in medical care to the subscriber. Honesty of purpose and 
sincere consideration of mutual interests on the part of the subscribers, the 
physicians and the plans are presupposed as necessary considerations for suc- 
cessful operation. 

(7) The dues from subscribers through premium rates Should be adequate 
- to provide for the benefits offered and the risks involved. 
| In determining such factors the Council will utilize the experience 

of those plans that are and have been operating successfully, but will 

not discourage experiments in other types of coverage provided such ex- 
periments are limited in scope and capable of scientific evaluations. 

STATEMENT OF BENEFITS 

(8) These benefits may be in terms of cash indemnity or service units. 
Where benefits are paid in cash to the subscriber it must be clearly stated. 
that these benefits are for the purpose of assisting in paying the charges 
incurred for medical service and do not necessarily cover the entire cost of 
medical service, except under specified conditions. 

(9) Subscribers' contracts must state clearly the benefits and con- 
ditions under which medical services will be provided or cash indemnities 
paid. All exclusions, waiting periods, and deductible provisions must be- 
clearly indicated in the promotional literature and in the contracts. 


4 


‘ 
* In order to clarify this point further, the Council has adopted the following interpretation of 
number 6; 


The adequacy of the benefits offered to subscribers (or members) shall be based on the following: 


1. Percentage of earned income returned to the subscribers, such percentage to include claims paid 
and reserves for unpaid or anticipated claims. 

2. The contractual restrictions and limitations. 

8. The interpretation of the benefits provided in the contract. 


Further determination of what percentage constitutes an adequate return, of reasonable restrictions 
and of fair benefit interpretation must peu eoee ne. be based on factual data obtained from all med- 
ical society approved plans. ‘ 


As more figures are developed from the operation of plans the Council will have a sound basis for 


determining a fair return, fair contract, and so on. Ultimately, specific standards can be set 
forth with reference to all of these. 
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PROMOTION 


(10) Promotional activities must be reasonable without extravagant or 
misleading statements concerning the benefits to the subscribers. In approv- 
ing promotional material the Council will endeavor to indicate the type of 
statements which are acceptable and the nature of those considered objection- 
able. It is not the function of the Council to edit all copy word for word 
and sentence for sentence, but rather to indicate the general type of revi- 
Sion recuired in any given piece of literature. It expects the spirit and 
intent of such objections to be observed in the remainder of the copy not 
specifically criticized. Promotional activities will include any devices for 
“informing the public or the profession, 

EWROLLMENT 

(11) Enrollment practices shall be based on sound actuarial principles 
such as will not expose the plan to adverse selection. Group enrollment is 
recommended until further experience warrants the acceptance of individuals. 

(12) It is understood that the plan of organization will conform with 
State statutes and that the plan will operate on an insurance accounting 
basis with due consideration for earned and unearned premiums, administrative 
costs and reserves for contingencies and unanticipated losses. Supervision 
should be under the appropriate State authority. 

(13) Each accepted plan must submit periodic reports of financial and 
enroliment experience in the manner prescribed by the Council. 

DURATIOM OF ACCEPTANCE 

Acceptance of plans by the Council will be for a period of two years or 
until revoked (provided they comply with the standards during this period) at, 
the end of which all contracts and financial statements be re-examined. A 
shorter period of approval may be granted at the discretion of the Council, 
Any changes in contracts or literature during the period of acceptance must 
be submitted to the Council for review. 

f 
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APPENDIX K 


COMMERCIAL HOSPITAL, SURGICAL AND MEDICAL EXPENSE INSURANCE 


Insurance companies, it is estimated, cover about 12,500,000 persons 
under hospital expense contracts, about 9,300,000 under surgical expense con- 
tracts, and about 850,000 under medical expense policies, i. e., policies 
covering physicians' home, office and hospital calls. In general, the people 
covered for the different services are the same, i. e., most of those with 
the medical coverage also have the surgical and most of those with the sur- 
gical coverage also have the hospital coverage. = This insurance is of two 
types -- "group" and "individual". About three-fourths of the people covered 
have the group insurance. The difference in the two types of insurance calls 
for separate descriptions. 


GROUP INSURANCE 


A survey by the Life Insurance Association of America covering the group 
business of 120 life insurance companies and 27 casualty insurance companies 
(which together were estimatedto receive 98.2 percent of 1945 group premiums) 
found that as of December 31, 1945 a total of 7,800,000 persons were covered 
for hospitalization, 5,530,000 for surgical expense and 430,000 for medical 
expense, and that total premiums for all of this business amounted in 1945 to 
approximately $90,000,000. (See Table 1) By applying to these figures the 
percentage increases in coverage during 1946 of five companies which together 
write well over half of all group hospital and surgical expense insurance it 
is estimated that at the end of 1946 approximately 9,550,000 persons were 
covered for hospitalization, ‘7,300,000 for surgical expense and 550,000 for 
medical call expense.2/ 


The bulk of group hospital, surgical and medical expense insurance is 
written by life insurance companies which write this type of business along 
with group life, disability, and other types of group insurance. The remain- 
der is written by casualty insurance companies which write group accident and 
health insurance. The survey by the Life Insurance Association showed that 
at the end of 1945 the life insurance companies covered 87 percent of those 
with hospital coverage, the same proportion of those with the surgical cov- 
erage and 39 percent of those with medical expense coverage. 

A large proportion of the hospital and surgical expense insurance written 
by life insurance companies -- in 1945 some 85 percent -- is written by the 
eight companies which were formerly members of the so-called Group Associa-~ 


1/ However, a substantial number of groups have surgical coverage with insurance companies but have 
hospital coverage with Blue Cross plans. 


2/ Of the latter a certain proportion, perhaps about one-fifth, were covered for physicians’ calls 
in the hospital only. 
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éion2” Five of these companies were personally visited in December 1944, 
and the following description of group hospital, surgical and medical expense 
insurance is based on information thus derived, supplemented by later corres- 
pondence and by correspondence with a number of other large companies writing 
this type of business. 

The larger life insurance companies began to write group hospital expense 
insurance in 1935-37. At first contracts of this nature weré written to 
supplement group life and disability contracts already in force; the insur- 
ance was not sold separately -- latterly it has been. At first coverage was 
written for employees only. After a few years, in 1936-38, the companies be- 
can to write contracts covering dependents as well, and at about the same 
time they began to offer surgical expense contracts. Originally the compan- 
ies would only sell the surgical expense contracts where the insured concern 
had the company's hospital insurance. In recent years however, some of the 
companies have been willing to sell surgical expense contracts when the in- 
sured concern had hospital protection with Blue Cross. In 1940, or there- 
abouts, the companies began to experiment with medical expense coverage and 
in 1944-46 began to offer this type of coverage more generally. (The casu-= 
alty companies have been more adventurous in entering this field than the 
life insurance companies.) The growth in the number of persons covered by 
all companies for hospital and surgical expense is shown by Table 2. 


TABLE 2 


Number of Employees and Dependents Covered Under 
Group Hospital and Surgical Expense Insurance, 1935-19462/ 


| 3 (Data as of December 3list each year) : 
NUMBER OF EMPLOYEES COVERED NUMBER: OF DEPENDENTS COVERED 2/ 
HOSPITAL SURGICAL HOSPITAL SURGICAL 
EXPENSE . EXPENSE EXPENSE EX PENSE 
38,000 5 
80,773 2 
3/ 3/ 
300,000 93,900 
960,000 600,000 
1,800,000 1,300,000 
2,600,000 2,000,000 
3,230,000 2,700,000 
4,300,000 3,800,000 
4,900,000 4,300,000 


4,371,350 4/ 3,948,565 4/ 1,587,669 
5,333,000 5,015,000 4,220,000 2,287,000 


Data from 1935 to 1944 inclusive from annual surveys made by the Equitable Life Assurance 
Society of the U. S. The figures are for both the United States and Canada, the Canadian 
business being estimated to be about 1% to 34 percent of the total. The figures for 1945 are 
from the survey of the Life Insurance Association of America and are for the United States 
only. The figures for 1946 are the writer's own rough estimates based on 1946 growth of five 
of the principal companies. 


Number of depentlents estimated on the assumption of 2% dependents per dependent unit. 


Data not obtained. 


Decrease due to reconversion. 


3 sees Life Insurance Co., Connecticut General Life Insurance Company, Equitable Life Assurance 
ociety of the U.S., General American Insurance Co., John Hancock Life Insurance Co., Metropoli- 
tan Life Insurance Co., Prudential Insurance Co. of America, Travelers Insurance Co. 
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HOSPITAL EXPEWSE POLICIES: BENEFITS AND RATES 


AI of the companies issue much the same type of policy. It provides a 
daily room benefit of so many dollars per day of hospital care (under some 
policies the insured person is entitled to this payment irrespective of the 
cost of the room actually occupied; under other policies he is reimbursed for 
the actual room cost up to the amount of the daily benefit) plus reimburse- 
ment of actual expenses for the special hospital services (operating room, 
laboratory, x-rays, drugs, etc.) but not exceeding so many times the daily 
room benefit. Formerly the companies sold policies with a daily room benefit 
of from $2.00 to $6.00. The $5.00 benefit rate was the most popular. Since 
1945 the companies have indicated willingness to write policies carrying a 
daily room benefit of as high as $8.00, but they will write such policies 
only for concerns in large metropolitan areas and where the plan of insurance 
carries a graded schedule of daily room benefit, varying more or less with 
the salary or wage paid the individual employee.4/ 

Formerly the customary policy provided reimbursement of expenses for the 


special hospital services of up to an amount equal to five times the daily | 


benefit. Within the last few years the companies have offered alternative 
contracts at a higher cost providing reimbursement of these expenses up to a 
limit of 10 times the daily benefit, and some companies offer policies with 
still higher limits, i. e., 15 or 20 times the daily benefit. 

Virtually all the companies provide coverage for either 31 or 70 days 
per disability. Under most contracts the person must stay in the hospital at 
least 1 hours to be eligible for benefits. Under the alternative contracts 
mentioned above, giving greater reimbursement for the special services, it is 
generally provided that the stay need be only 6 hours in case of surgery or 
emergency, 18 hours for other cases., 

In the matter of hospitalization for maternity, 14-e-, childbirth or 
conditions resulting from pregnancy, there is considerable variety in policy 
provisions. Policies will be written at different rates under which hospi- 
talization for maternity is made available without a waiting period, with a 
waiting period of nine months, or wherein no benefit is provided. Perhaps 
the most common arrangement is that in which females employed by the concern 
on the effective date of the policy are entitled to hospitalization for ma- 
ternity without a waiting period, but female employees who become insured af- 
ter the original effective date of the policy are entitled to maternity bene- 
fits onfy after a waiting period of nine months. Where maternity benefits 
are furnished, under practically all policies, payment of the daily benefit 


is limited to 14 days, or alternatively all payments for maternity care are 
limited to an amount not exceeding 10 times the da 


jly benefit. Aside from 


maternity, coverage is provided for all diseases and conditions other than 


workmen's compensation. 
Hospital benefits for dependents will be written if 75 percent of the 


employees with dependents take it. Dependents include wife and all unmarried 
children between 3 months and 18 years of age. Female employees may cover 
their children but not their husbands. The same benefits are provided ex- 
cept that frequently dependents are insured at a lower daily benefit rate than 


— nen 
ne 


4/ The purpose of this latter requirement is to avoid “over-insurance" on employees who would cus- 
~ tomarily take low-cost hospital accommodations. 
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the employee. Policies will be written with or without maternity benefits 
for dependent wives. If included, maternity benefits may be made available 
only after a nine months! waiting period, or for an extra premium payable 
during the first year. they will be’ made immediately available to dependent 
wives insured as of the effective date of the policy. 

The rates charged by the different companies have some similarity but 
differ in detail. To avoid complexities the rates of one company will be 
cited. 

The basic premium rate for employees per $1.00 of daily benefits is 11 
cents per month for the 31-day standard plan and 12.2 cents for the 70-day 
standard plan. This includes immediate maternity benefits for female employ- 
ees. These rates are for groups containing less than 11 percent of female 
employees, and where there is no special health hazard. The rates are in- 
creased for groups having more than 11 percent of female employees as fol- 
lows: 5/ i 


* 


Percent of Total Benefits Monthly Cost Per $1.00 of Daily Benefit 

For Which Female Employees Standard Plan** Alternate Plan** 

Are Eligible* 31 Days 70 Days 31 Days 70 Days 
Less than 11% $.110 6122 130 144 
11% but less than 21% 0126 ~140 .149 -166 
21% but less than 31% 0137 0152 ~162 ~180 
31% but less than 41% 0148 0165 0175 ~194 
41% but less than 51% 165 183 ~195 2216 
51% but less than 61% 179 -198 0211 0234 
61% but less than 71% 2192 2213 0227 2252 
71% but less than 81% -206 2229 0244 2270 
81% but less than 91% «220 0244 -260 288 
91% and over 0234 0259 2276 306 


er 


bs Where all employees are insured for the same daily benefit, then the loading is determined 
in accordance with the percent of female employees. Where employees are eligible for dif- 
ferent daily benefits, then the loading is determined as indicated. 


Standard plan provides reimbursement for the special services up to five times the amount of 


the daily benefit; the alternate plan provides reimbursement for the special services up to 
10 times the daily benefit. 


eee ene ee na cat 


Xe SE 


Thus, for a group of employees of whom 75 percent are males, the cost: 
per month for a $5.00 daily benefit under the Standard 31-day Plan would be 
$-685. | 

The above rates apply to groups subject to no particular health hazard 
and where all conditions are favorable. Additional premiums are required for 
concerns in industries subject to a health hazard. Examples of the minimum 
additional premiums required are: breweries and wine manufacturers, tanneries, 
marble and stone yards, furriers, and textile concerns in certain States, 
15%; railroads, woodsmen and loggers, 25 percent; felt hat factories, mines 
and quarries, 40%. 

Rates for dependents may be on a single rate basis -- one rate irrespec- 
tive of number of dependents; or on a double rate basis -- different charges 


5/ Seme companies make this loading dependent on the percent of both female and non-white employees. 
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according to whether the insurance covers one dependent or two or more depen- 
dents; or on a triple rate basis -~ different charges according to ee 
the insurance covers a wife only, children only, or wife and children. The 
rates are not subject to loading, i. e., they are uniform irrespective of the 


health hazard of the industry or the percent of females in the employed group. 
Rates on the Single rate basis are as follows: 


Monthly Cost Per $1.00 of Daily Benefit 


Standard Plan Alternate Plan 
. 31 Days 70 Days 31 Days 70 Days 
Maternity Benefits Excluded SOO p ui EDAD Bi wien aA 
"10 times" Maternity Benefits* 
a. Maternity Benefits Deferred 
Nine months | “aad: -345 - 346 -373 
b. Immediate Maternity Benefits ‘39% e415 - 416 -443 
"14-~Day Maternity Benefits** 
a. Maternity Benefits Deferred 
Nine months Hoa 1 2 895 -396 2423 
b. Immediate Maternity Benefits °481 °505 - 506 2533 


ee 
* All benefits limited to 10 times daily benefit. 
x Reimbursement of room charge up to amount of daily benefit 
for not more than 14 days, plus specified allowances for 


special services. 
a 


The rates for immediate maternity benefits are dropped after the first 
year to those for maternity benefits after nine months. 

Thus, under the Standard Plan and for 31-day coverage, the monthly rate 
for dependents for a $5.00 daily benefit, with maternity benefits deferrec 
for nine months and limited in an amount to 10 times the daily benefit, woulc 
be $1.61. For a concern with 75 percent male employees in an industry with- 
out special health hazard the total cost of family coverage would therefore 


DOP S25 29 « 
The above rates are the So-called basic or initial rates. They are sub- 


ject to retroactive adjustment in the light of the experience not only of the 


particular group but also of all groups insured by the same carrier. At the 


-as a result the ba 


for covered services, ene 
are performed by a legally qualified 


end of each year, any excess of premiums over claims, administrative expenses, 
charges for contingency reserves and other purposes is returned to the employ- 


ewan the form of a dividend, (in the case of mutual companies) or as a retro- 
active rate reduction (in the case of stock companies). The adequacy or re- 


dundancy of the premium rate for each group is also considered each year and 
sic or initial rate may be increased if the experience is 


unfavorable or it may be lowered if the margin between premiums and necessary 


charges appears too great. 


SURGICAL POLICIES: BENEFITS AND RATES 


Surgical policies provide for reimbursement of fees incurred for surgical 
Se ratiotie Meta ihe treatment of fractures) up to the maximum provided in 
the schedule of operations contained in the policy. Policies are written 


jmbursement will be given for expense 
ithout maternity benefits. Re ; 
| appa whether rendered in or out of a hospital, so long as they 


practioner. 


4 | 309 


ex 


7 


The major companies all use a similar standard schedule. This provides 
reimbursement up to a maximum of $150 for any one disability. Examples of al- 
lowances are: Appendectomy, $100; tonsilectomy, $25; single hernia, $50; two 
or more hernias, $75; delivery, (childbirth) $50. Most policies carry the 
standard,$150 maximum, schedule. However, the companies will write, at pro- 


‘ portional rates, policies providing for reimbursement up to a maximum of $75, 


$100, $112.50, $200 or $225, the allowances for the individual operations 
being scaled down or up proportionally. The endeavor is made to sell that 
schedule which approximates the average fees charged to workers in the commun- 
ity. 

In the case of the one company used as an example, the basic monthly 
cost of the standard $150 schedule, is 40¢. This is increased for groups 
with more than 11 percent of the total benefits written on female employees, 
as follows: 


Percent of Total Benefits for Which 


Female Employees are Eligible Monthly Cost 
Less than 11% $.40 
11% but less than 21% 46 
21% but less than 31% 50 
“ 31% but less than 41% 54 
41% but less than 51% __ .60 
51% but less than 61% 65 
61% but less than 71% -70 
71% but less than 81% 75 
81% but less than 91% -80 
91% and over | 85 


There is no loading according to the health hazard of the industry. 


Rates for dependents (single rate basis) are as follows: §! 


Obstetrical Renefits Excluded $1.20 a month 
Obstetrical Benefits Deferred 9 months 1.55 
Immediate Obstetrical Benefits 1.90 (this rate 


drops to $1.55 
after ist year) 


Thus, the rate for an employee andhis dependents (with obstetrical bene- 


fits for dependents deferred nine months) in insured groups with 75 percent 


males would be $2.05 a month. 
EMPLOYER CONTRIBUTION 


It is customary in all group insurance for the employer to pay part or 
all of the cost. Some of the companies will not write a group unless the em- 
ployer makes some contribution towards the cost. One company stated that em- 
ployers paid all or part of the cost in 88 percent of the groups written in 
1943. All of the companies are more insistent about an employer contribution 
for dependent coverage than for coverage of the employees. In part this is 
merely & reflection of the fact that, because of the costs involved, the com- 


6/ These rates apply only where surgical benefits are written in conjunction with hospitalization 
for dependents and hospital and surgical expense benefits for employees. . ° 
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panies have found it difficult or impossible to sell dependent hospitaiiza- 
tion and especially dependent Surgical coverage without the ] i 
part of the cost. | B ie employer paying 
pee eon tes require the employer to assume considerable responsibility 
for the group insurance plan. The insurance contract is made with the employ- 
er. The employer does not take out the insurance unless he ‘is thoroughly 
sold on it, is willing to pay part of the cost and gives the plan his hearty 
endorsement to employees. It is considered his responsibility to take appro- 
priate steps to get new employees to Sign up so that always at least 75 per- 
cent of the employees will have the insurance. The companies encourage par- 
ticipating concerns to install procedures which tend to make the taking out 
of insurance by new employees an automatic procedure handled in a routine 
fashion at the time other employment .papers are signed. 


EWROLLMENT REQUIREMENTS AWD EMPLOYEE ELIGIBILITY 


| The minimum size of groups, i. e., number of participating employees, 
that will be accepted varies among the insurance companies. Some set the 
minimum at 25, others at 50. At least 75 percent of all eligible employees 
must participate and companies taking groups as small] as 25 may have higher 
percentage requirements for groups of 25 to 50. In some States these minimur 
reguirements are fixed by law. According to the survey of the Life Insurance 
Association of America the average size of groups written under employee hos- 
pitalization coverage was approximately 215 employees. In general the larger 
companies tend to write the larger groups. Thus in one company visited the 

average size of group was 620 members.!/ 
New employees of concerns having coverage may take out the insurance 


after they have been with the concern a specified period, frequently three 
months. The object of this probationary period is to avoid the bother and- 


cost of insuring "floaters" and also to avoid any adverse selection due to 
people taking employment with a concern for a day or week merely to obtain 
hospital or surgical coverage. If new employees do not take out insurance 
wiuring the first month of their eligibility, they can take it out later only 
after a physical examination showing them to be in good health. 

Insurance terminates at the end of the month during which employment is 
terminated, and there is no conversion privilege. However, if the employee 
or dependent should be hospitalized or undergo an operation within three 
months after insurance termination for any reason, and if it is established 
that the employee was continuously disabled from the date of insurance ter- 
mination to the date of hospital confinement or the date such operation was 
performed, full benefits will be payable. Maternity benefits, if included, 
are available for nine months following date of insurance termination. 


ber of employees in its employee hospital expense groups was 


j m 
v a2 ae the eit cop ry protien the following data on distributios of these groups according 
to size: 
Size of Group % of Groups 
: Léss than 100 lives 43 
100 - 249 30 
260 - 499 13 
600 - 749 4 
760 - 999 2 
1000 - 1999 5 
2000 - 4999 2 
5000 lives or more ee OF: 
100% 


1 ‘WW O - 44-72) Jil 


ADMINISTRATION OF CLAIMS 


When an employee receives hospitalization or surgery he obtains a claims 
form from his employer. This form must be filled out and signed by a hospi- 
tal official and/or the attending Physician. The employee then returns the 
form to his employer who fills out the employer's section of the blank (giv- 
ing facts with respect to such matters as the employee's employment, effective 
date of insurance, etc.). Subsequent procedures depend upon the practices of 
the particular insurance company. Some companies pay all claims through the 
home office and some use branch claims offices which are located throughout 
the country.: Some’ companies require the employer to forward all claim papers 
and the company administers all claims. Some companies permit or require the 
employer to approve and pay or reject claims; copies of the claims and the 
check are then forwarded to the insurance company for audit. Other companies 
use a so-called draft book method under which the employer approves claims 
which are in order and prepares a draft made out to the employee for the 
amount of the claim. Then the claim papers, together with the draft advice, 
are forwarded to the insurance company by the employer. The insurance com— 
pany reviews the papers and gives final approval of the claim. The employer 
does not have the right to reject any claim. He forwards the claims which he 
thinks should be rejected to the insurance company without preparing a draft 
and the approval or rejection of such claims rests solely with the insurance 
company. | j 

In the case of many of the large groups, the employer keeps all applica- 
tion cards and records. The only data sent to the insurance company is the’ 
number of employees covered each month and the premiums due. The insurance 
company has no idea which employees are in good standing; however, the in- 
surance company has the right to audit the account whenever it wishes to do 
so. Any minor error in computing the number of employees covered and the 
premiums due is almost automatically adjusted in the dividend or rate reduc- 
tion. . 

In some of the larger groups the employer rejects or accepts all claims, 
sending a copy of the claim and the check (or draft) to the insurance company.” 
Here again the insurance company has the right to audit the account, but the 
real control is that if the employer pays unjustified claims, the excess 
claim payments will automatically reduce his dividend or rate reduction -- on 
the other hand, failure to pay all proper claims would presumably.-result in 
employee dissatisfaction which would soon be brought to the attention of the 
insurance company, which is directly liable for the payment of claims whether 
or not the work of initialiy paying claims has been delegated to the employer. 

If the claim has a receipted bill attached, the check is made out to 
the claimant only. Some companies, if the claim indicates that the bill has 
not been paid, make out the check jointly to the hospital or physician and 
the claimant, and the check is sent to the claimant. The companies visited 
stated that in from 25 to 50 percent of hospital claims the claimant signs a 
statement assigning his claim to the hospital. In these cases the check is 
made out to the hospital or to the hospital and the claimant jointly. The 
companies stated that in only about five percent of surgjcal claims is there 
an assignment of the claim to the physician. The reason for this difference 
is that hospitals are more insistent than physicians on having immediate pay- 
ment of the bill, and that physicians are more reluctant than hospitals to 
insinuate, by asking for an assignment, that the patient may not be good for 
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the amount of the charge. 


The officials of one large company, which administers all claims through 
the home office, stated that the vast majority of claims -= probably 95 per- 
cent -- are handled within 24 hours of receipt. Persons located close to 
New York would thus receive a check within three of four days of the mailing 


of their claim. For persons located, say, in Texas there might well be an 
interval of a week or more. 


MEDICAL CALLS 


The companies are interested to a certain extent in the possibilities of 
insurance covering office, home and hospital calls, and there is a growing 
demand for this type of protection from employers and employees. In the 
past there has been considerable hesitation on the part of insurance compan- 
ies to offer this coverage but many of the companies have had experimental 


plans in effect for some time, and some are now prepared to offer this in- 
surance on a large scale. 


There is considerable variety in the types of plans or policies being 
offered. A number of the present contracts are limited to employees and are 
on a two-visit deductible basis, i. e., benefits are not provided for the 
first two calls in any illness. Two dollars are paid for an office or hospi- 


‘tal call and three dollars for a home call. One company charges a basic 


monthly rate of $.50 per employee for this coverage. Reimbursement is pro- 
vided for only one visit per day, and there is no limit on the number of vis- 
its in any one year. Visits are only paid for in the case of total disabil- 
ity. The same company offers a "comprehensive" plan which covers all visits 
including the first. Total disability is not required. The basic charge is 


-$.90 per month for the employee, and $2.60 per month for dependents. Depend- 


ents are limited to 50 visits in any one calendar year. 
- Within the last two years a number of companies have offered coverage 


; of physicians’ calls for hospitalized medical cases, home and office visits 
# being excluded. One company offers this at a rate of $-.035 per month per 


s 


dollar of daily in-hospital medical expense benefit, e. g., $.105 per month 
for a benefit while hospitalized of $3.00 a day. Actual charges for doctors 


visits will be paid up to the amount of the benefit times the number of days 


of hospitalization, not in excess of 50 days. 

In the past some of the executives of some of the larger companies have 
expressed doubt that insurance companies would find it possible successfully 
to write insurance covering home and office calls. Their feeling was that 


without controls over the number of calls that might be demanded by patients 


or provided by physicians such calls would not constitute an insurance risk. 


Be that as it may, many of the insurance companies are now prepared to write 


this insurance on a large scale. 


FIMAMCIAL EXPERIENCE 


- Separate financial data for hospital, 
surance are not available; the only data available are those for so-called 


group accident and health insurance which includes this class of business 
combined with weekly indemnity disability insurance. Since approximately 
half of the total premiumsfor all group accident and health insurance are 


surgical and medical expense in- 
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for hospital, surgical and medical expense benefits, and since presumably the 
companies endeavor to make about the same net gain on this business as on the 
weekly indemnity disability insurance, it is probable that the financial show- 
ing for the combined business gives a good indication of the showing for hos- 
pital, surgical and medical expense insurance by itself. 

In 1945 the total earned premiums for all group accident and health in- 
surance amounted to $208,856,894.8/ Claim payments amounted to 73.9 percent, 
expenses of administration to 13.8 percent, leaving a net gain from under- 
writing of 12.3 percent. From the net gain from underwriting a certain amount 
was paid back to the policy holders by the mutual companies in the form of 
dividends. 

The figures for seven large companies which together write close to 
three-fourths of all group hospital and surgical expense insurance are as 


follows: 9/ 


Losses In- Under- Dividends Net Income 
curred incl. writing Paid to and/or Addi- 
Earned Adjustment Expenses Policy tions to 
Company Premiums Expenses Incurred holders Reserves 
Stock Companies 
A $29,573,205 82.0 12.2 - 5.8 
B 8,918,803 83.9 12.8 ~ 3.3 
C 27,802,786 84.7 12.0 - 3.3 


Mutual Companies 
24,899,154 67.9 10.3 6.5 
10,513 ,994 64.8 19.4 0.1 
46,271,945 70.8 10.6 12.2 
13,194 .603 67.0 12.9 14.3 


Qmm o& 


In the above data, "losses incurred including adjustment expenses" in- 
clude the administrative expenses of paying claims, which expenses probably 
range from 2 to 5 percent of premiums. These expenses would be added to 
"underwriting expenses incurred" to obtain total administrative expense. 

One large mutual company reports that under its hospital and surgical 
expense policies, claims amounted to 60.3 percent of premium income and divi- 


dends to 20.8 percent, a total return to the groups of 81.1 percent of pre- 
miums. 


8/ Spectator Pocket Register of Accident Ihsurance, 1946. The Spectator Company, Philadelphia, 1946. 


9/ Data from Spectator Pocket Register of Accident Insurance, 1946, plus statement by one company as 
to the dividends paid by this and the other companies on this type of business. 
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Another mutual company reports the following financial experience for 
4 the year 1945, the data covering insurance on both employees and dependents: 


> Ratio to Premiums 


ae Hospital Expense Surgical Operation 

a Insurance Insurance 

, th te 
Claims 60 63 

Expenses 16 14 

Dividends 20 14 

. Remainder for Additions 

a ¢ to Reserves 4 g 

| Total 100 100 


In comparing the administrative expense ratios of the insurance companies 
with the Blue Cross plans (see Chapter 10), the following factors must be 
borne in mind: that all of the companies pay 4 2.5 percent premium tax; that 
the insurance companies do not take the small groups that the Blue Cross plans 
accept, and neither accept individuzls nor permit individuals to continue 
their insurance after leaving groups; and that 4 considerable amount of ad- 
ministrative work is thrown back upon the employer. 


IMDIVIDUAL IMSURAMCE 


A large number of insurance companies, mainly casualty companies with an 

“ accident and health line, write hospital surgical, and medical call insurance 
: on an individual basis. These companies do not forward to any central source 
figures on the number of policies issued or persons covered, and in the re- 
ports made to State Insurance Departments, financial data for this insurance 
are merged with those for accident and health (disability) insurance. For 
GPrinese reagons it is difficult to secure trustworthy information as to the ex- 
ie tent of coverage of this insurance. On the basis of data obtained from some 
of the leading companies in this field, it is estimated that as of January 1, 
| 1947, about 3,000,000 persons were covered for hospitalization, about 2,900,- 
000 for surgical expense, and about 300,000 for medical call expense. This 
insurance has been growing rapidly and these estimates may be quite wide of 

- the mark. The figures relate only to persons who have some appreciable cov- 
erage against these expenses. There are many millions of persons holding 
commercial health and accident policies providing for weekly or monthly pay= 
ments, often $50 Or $100 a month, in the event of dtsability due to illness or 
accident alone. Many of these policies provide that an extra payment, usually 
one-half of the regular indemnity, will be paid for any period during which 

4 the policy holder is in 4 hospital. In most instances this would mean that 
m the policy holder would be entitled to about $1.00 or $2.00 for each day in 
the hospital -- a payment so small as to mean negligible coverage of the 


hospital bil1.10/ 


et. 


es purport to include persons holding accident policies many of 


9 ioned figur : 
ae 88 / wr pe alg Pep gag gm ; e coverage of hospital, surgical and nursing expense resulting 


which provide quite comprehensiv 
from accidents. 


315 
| 
\ 


Hospital insurance policies sold on an individual] basis provide s0 many 
dollars for each day in the hospital and allowances of up te stipulated 
amounts against charges for use of operating room, laboratory services, 
x-rays, etc. 

The policies sold differ so widely in detail that it is difficult to 
summarize them inany meaningful fashion. The policies of some of the compan- 
ies which are believed to lead in point of persons covered will be described. 

Company A, which is by far the largest company in this field, sells a 
hospital, surgical and medical expense supplement to its disability policies. 
This provides ® payment of a stipulated amount per day (varies with premium 
charged) for up to a maximum of 90 days of hospital care in each disability; 
reimbursement for surgical expense of from $10 to $30 varying with length of 
hospital stay; allowances of $10 for use of operating room, $10 for anesthe- 
sia and $5.00 for x-rays; $3.00 for each physician's visit in the hospital, 
not te exceed 10 weeks in any 12 consecutive months. Indemnification is only 
for accidents, and for diseases originating after the supplement has been in 
force 30 days. No indemnity is provided for any expense because of hernia, 
childbirth, pregnancy or any complication arising therefrom, or which is pay- 
able under any workmen's compensation law. The charge for this supplement is 
$1.25 a month per person ($5.00 a day hospital benefit). 

The same company has more recently offered a separate hospital and sur- 
gical expense policy. This provides a daily benefit of from $3.00 to $7.00 
for 90 days of hospitalization per sickness or accident, with complete cover- 
age of charges for operating room, hypodermics, surgical dressings and rou- 
tine medicines, and with allowances of $5.00 per admission for laboratory 
service, $10 per administration of anesthesia, $10 for x-rays per admission 
and $10 for use of oxygen per admission. This is available with or without 
surgical coverage, three schedules with maximums of $75, $100 or $150 per 
operation being offered. The charge for this policy with a $5.00 daily bene- 
fit and the $150 surgical schedule is $24.90 a year per adult. Children be- 
tween the ages of 3 months and 18 years may be added to the parent's policy _ 
for one-half the premium. There is an initial $2.00 policy fee. The policy . 
does not cover sickness resulting in a surgical operation until the policy — 
has been in force six months. It does not cover childbirth, pregnancy or mis- 
carriage, and tuberculosis, heart trouble or hernia will be covered only if 
originating six months after the policy has been in force. 

The applicant is required to state whether he is now in good health and 
to give the particulars concerning all operations to which he has been sub- 
ject and all medical treatment received within the last two years, and the 
policy is written entirely in reliance upon the written answers ‘to these ques- 
tions and hence may be voided if any such answers are incorrect. 


Company B sells a policy which provides a daily hospital benefit of from . 
$4.00 to $6.00 for the husband, a benefit of $4.00 or $5.00 for the wife and 
$3.00 or $4.00 for each child. These are payable at full rate for the first 
30 days of hospitalization, thereafter at half rate for an additional 90 days. 
Surgical expense is reimbursed according to either a $100 or $150 maximum 
schedule. Expense for the special hospital services will be reimbursed up to 
four times the daily hospital benefit. Care will be furnished for maternity 
after a waiting period of 10 months, up to a limit of 10 days. Indemnity is 
payable in cases of appendicitis, tonsilitis, adenoids, hernia, and condi- 
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tions involving the female generative organs only after the policy has been 
in effect 10 consecutive months. The policy covers hospital and surgical ex- 
pense arising from injury incurred while the policy is in force and from sick- 
ness commencing after the policy has been in force for 30 days. There is an 
enrollment chargé of $5.00 for this policy. The monthly cost of this protec- 
tion ($150 surgical schedule) would be $2.10 for the husband ($6.00 daily 
benefit), $2.25 for the wife ($5.00 daily benefit) and $1.60 for each child 
($4.00 daily benefit). This policy is sold with an application which re- 
quires the applicant to give all details of illness suffered by himself or 
members of the family during the last five years, andall particulars concern- 
ing any illness from a long list of diseases. The applicant agrees that the 
falsity of any answer in the application shall bar all right to indemnity, if 
such answer materially affects either the acceptance of the risk or the hazard 
assumed by the company. 


The writing of hospital and surgical insurance on an individual basis 
compels the use of safeguards to guard against adverse selection of risks. 
An unscrupulous company canuse these safeguards to make it difficult for pol- 
icy holders to collect on legitimate claims. 


Certain companies operating in this field offer policies so hedged around 
with exceptions and exclusions -- the importance of which are often not under- 
stood by the policy holder -- that their activities are of dubious value to 
the public. There may be cited as an example a Delaware company which adver- 
tizes largely in other States and sells its policies by mail. The prospect, 
enticed by the seemingly large benefits and low cost of the insurance offered, 
writes in for information. He receives an application blank which gives no 
idea of the limitations of the policy, and only after he has forwarded this 
application together with his first month's premium, does he receive the pol- 
icy. Only then does he learn what he has really bought. If dissatisfied, he 
may return the policy within 10 days and secure a refund of his premium. — 


FIMAMCIAL DATA 


No separate data for individual hospital, surgical and medical expense 
insurance are available. The only data published by the companies or made 
available in their reports to State insurance departments are those covering 
all accident and health insurance. However, these combined figures undoubt- 
edly give a good clue as to the financial showing as regards the type of in- 


SS EE 
ital benefit of $5.00 plus restricted allowances for the special 
i f surgeon's fees and medical calls in the hospital. 


Coverage is effective in case of accidents from the effective date of the policy; however, in 


i i ayable within 60 days and only half benefits within the 
the case of sickness, no benefits are pay A seat Sele 


and those over 45 years of age receive less than full 


benefits depending upon age. Benefits a 


not common to both sexes. 4n 
appendectomy until the policy has beep in force six mosths. This company returas 82 percent of 


income to its policy holders in t 
expenses, 
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surance under discussion. The figures for several companies with large pre- 
mium volume are as follows: 12/ 


Ratio of losses incurred, Ratio of under- 
1945 Earned including adjustment ex- writing expenses 
Company Premiums pense, to earned premiums to premiums written 
$e rae Eee ory Pers Eb yes oe Rents %, 
A $47,939,928 58.8 33.8 
B 17,338 ,064 42.6 47.5 
C 6,243,903 38.9 51.7 


The total earned premiums of all individual accident and health business 
in 1945 amounted to $389,000,000; losses incurred including expense of pay- 
ing claims amounted to 39.7 percent, and underwriting expenses (calculated 
as a percent of premiums written) to 44.7 percent. The net gain from under- 
writing was approximately 15.6 percent. 43/ It is evident that an outstanding 

characteristic of this type of insurance is the low proportion of premium in- 

come returned to the policy holder in the form of benefits, and the high per- 

centage used for selling and administrative expense. Undoubtedly the same 

holds true for the hospital, surgical and medical expense share of this busi- 
. ness. 


SS SSS 


12/ Spectator, Op. cit. 


13/ A survey of all accident and health insurance business showed that in the i i 
13 ‘vey oO ( period 1938-42¢c anies 
specializing in accident and health insurance business had a loss ’ratio of 51 percent. on the 

hospitalization" part of this business, the average loss ratio was 55 percent. (Blanchard 
Ralph, H., Survey of Accident and Health Insurance, Bulletin No. 1, 2 and 8. Bureau Memorandum 


orth Bureau of Research and Statistics, Social Security Board, Washington, D. C., November 
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| APPENDIX M 


List of Medical Service Plans in the United States, 


January 


1, 1947, Giving Address of Plan and Name 


of Fxecutive Director 


and hospital 


service. See list of Blue Cross 


Note: * Same plan provides medical 
Plans for address of plan and name of executive director. 
# Plan has same address as affiliated Blue Cross plan, and same individual 
serves as executive director of both. see list of Blue Cross plans. 
é Plan has same address as affiliated Blue Cross plan. 
RSL Ls ee ae le A 
ALABAMA MONTANA 
“Hospital Service Corporation of Alabama* Montana Physicians Service 
Pi. 0, “Box 1481 ‘ 
CALIFORNIA Helena 
- Hospital Service of California* Samuel English, Executive Director 
Intercoest Hospitalization |nsurance NEBRASKA 


Ass'n ee 
California Physicians’ 
135 Kearney Street 
San Francisco -8 
Ww. M. Bowman, Director 


COLORADO 
Colorado Medical Service, 


DELAWARE 


Group Hospital Service” 


FLORIDA 
Florida Medical Service Corp.# 
INDIANA 
Mutual Medical 
1OWA 
|owa Medical Service Bes 
222 |nsurance Exchange Building 


Des Moines —7 
Edwin M. Kingery, Director 


KANSAS 


Kansas Physicians’ Service# 


LOUISIANA 


Hospital Service Ass'n. of New Orleans”* 
Louisiana Physicians Service, Inc. 

Room 103; 1430 Tulane Avenue 

New Orleans 


Service 


Inc. # 


Insurance, |Inc.# 


4 


Frank Lais, Jr., Executive Director 
MASSACHUSETTS 
Massachusetts Medical Service# 
MICHIGAN 


Michigan Medical Services 
Jay Ketchum, Secretary 


MISSOURI 


Surgical Care, Inc. of Kansas City# 
Missouri Medical Service# 
| s 
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Nebraska Medical Service# 


NEW HAMPSHIRE 


-New Hampshire-Vermont Physician Service# . 


NEW JERSEY 


Medical Surgical Plan of New Jersey ¢ 
Or. Norman Scott, Medical DOtrector 


NEW MEXICO 


‘New Mexico Physicians" Service $ 
CC. os LaGraves, &xecut tve-.D) rector 


NEW YORK 


Western New York Medical Plan, Inc. 
(Buffalo) # 
United Medical 
Genesee Valley Medical Care, 

(Rochester) # 


LCs 


\ 
Service (New York City) # 


Central new York Medical Plan, Inc. 
(Syracuseye a & 
Medical and Surgical Care, Inc. (utica)# — 


NOKTH CAROLINA 


Hospital Saving Association of North 
Carolina, Inc.” 

The Hospital Care Association, Inc.” 

Medical Service Association, Inc. 
(Durham) # 


NORTH DAKOTA 
North Dakota Physicians Service# 


OHIO 


Medical Mutual of Cleveland ¢ 
- Eugene L. Martin, Director 
Ohio Medical Indemnity, Inc. 
1328 Huntington Bank Building 
Columbus -15° 
Charles H. Coghlan, Executive 
Vice President 


} 
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OKLAHOMA 
Oklahoma Physicians: Services 


OREGON 


Oregon Physicians service 

471 Pittock Block 

Portland -5 

Willard C. Marshall, General Manager 
Northwest Hospital Service® 


PENNSYLVANIA 


Medical Service Association of 
Pennsylvania 
222 Locust Street 
Harrisburg 
Lester H. Perry, Executive Director 


TEXAS 
Group Medical and Surgical Serviceg. 


UTAH 


Medical Service Bureau of the Utah State 
Medical Ass'n., Inc. 
610 Mcintyre Building 
Salt Lake City 
W. H. Tibbals, Executive Secretary 


VERMONT 
See New Hampshire 


VIRGINIA 


Virginia Medical service Association 
(Richmond) # 
Surgical Care, Inc. (Roanoke) # 


WASHINGTON 
Various county plans are coordinated 
through 

Washington State Medical Bureau 
Security era ee 
Olympia, Washington ; : 
James P. Neal, Executive Vice 

President 


WEST VIRGINIA 


Medical Service, Inc. (Charleston) # 
Hunt ington Hospital Service, |Inc.* 


WISCONSIN n 
Surgical Carex 
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